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EXPRESSING THE INDIGNATION OF CONGRESS AT THE 
RECENT DESECRATIONS OF HOUSES OF WORSHIP AND 
OTHER SACRED SITES 


January 25, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. O’Hara of Illinois, from the Committee on Foreign Affairs, 
submitted the following 


REPORT 


[To accompany H. Con. Res. 465] 


The Committee on Foreign Affairs, to whom was referred the con- 
current resolution (H. Con. Res. 465), expressing the indignation of 
Congress at the recent desecrations of houses of worship and other 
sacred sites, having considered the same, report favorably thereon 
without amendment and recommend that the concurrent resolution 
do pass. 

he committee, in executive session on January 21, 1960, considered 
this resolution and on January 22 unanimously ordered it favorably 
reported. 

Identical resolutions were introduced by the following members of 
the Committee on Foreign Affairs: 


Hon. Thomas E. Morgan Hon. Cornelius E. Gallagher 
Hon. A. S. J. Carnahan Hon. Chester Bowles 

Hon. Wayne Hays Hon. Robert B. Chiperfield 
Hon. J. L. Pilcher Hon. Frances P. Bolton 
Hon. L. H. Fountain Hon. Chester E. Merrow 
Hon. Dante B. Fascell Hon. Walter H. Judd 

Hon. Frank M. Coffin Hon. James G. Fulton 

Hon. Leonard Farbstein Hon. Marguerite Stitt Church 
Hon. D. S. Saund Hon. E. Ross Adair 

Hon. Lindley Beckworth Hon. Alvin M. Bentley 

Hon. Harris B. McDowell, Jr. Hon. Laurence Curtis 

Hon. William T. Murphy Hon. Stuyvesant Wainwright 


Hon. William H. Meyer 
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2 INDIGNATION AT DESECRATIONS OF HOUSES OF WORSHIP 


Identical resolutions also were introduced by the following Members 
of the House of Representatives: 


Hon. Emilio Q. Daddario Hon. Ray J. Madden 
Hon. Daniel J. Flood Hon. James Roosevelt 
Hon. Roland V. Libonati Hon. Frank Thompson, Jr. 


Hon. Peter F. Mack, Jr. 


Resolutions relating to the same subject, introduced by the follow- 
ing Members: Hon. Hugh J. Addonizio, Hon. Samuel N. Friedel, 
Hon. John V. Lindsay, and Hon. Peter W. Rodino, Jr., were also 
considered by the committee. 

The resolution expresses the indignation and shock of the Congress 
at the wave of desecration of places of worship and of sacred sites 
which has manifested itself in nations in many parts of the world, 
and calls on all persons and governments throughout the world to 
exert their energies to prevent the recurrence of these shameful 
events. 

The resolution acknowledges that such desecrations have taken 
place in the United States and points an accusing finger at no one. 
Its purpose is to encourage and facilitate the mobilization of the 
efforts of the decent people of all nations to root out whatever or- 
ganized movements may have contributed to the events which have 
occurred and to prevent the moral deterioration which a continuation 
of such desecrations would inevitably reflect. 

The State Department has indicated its approval of the resolution 
in the following letter: 

JANUARY 22, 1960. 

Dear Mr. CuarrMan: We have been asked to comment on House 
Concurrent Resolution 465 regarding the recent outbreaks of anti- 
Semitism throughout the world. The Department of State has no 
objection to the adoption of House Concurrent Resolution 465. 
To the contrary, we wish to add our wholehearted support to this 
resolution. 

Due to the urgency involved in submitting this report, it has not 
been cleared through the Bureau of the Budget. 

Sincerely yours, 
Wituiram B. Macomser, Jr., 
Assistant Secretary. 
O 
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EXPRESSING THE SENSE OF THE CONGRESS THAT ANY VARIATION 
IN THE TRADITIONAL INTERPRETATION OF THE TREATIES 
BETWEEN THE UNITED STATES AND THE REPUBLIC OF PANAMA 
SHALL BE MADE ONLY PURSUANT TO TREATY 


January 25, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. Sxupen, from the Committee on Foreign Affairs, submitted the 
following 


REPORT 


[To accompany H. Con. Res. 459] 


The Committee on Foreign Affairs, to whom was referred the con- 
current resolution (H. Con. Res. 459), expressing the sense of the Con- 
gress that any variation in the traditional interpretation of the treaties 
between the United States and the Republic of Panama may only be 
made pursuant to treaty, having considered the same, report favorably 
thereon with amendment and recommend that the concurrent resolu- 
tion as amended do pass. 

The amendment is as follows: 

On page 1, line 7, strike out the phrase “shall only be made” and 
insert in lieu thereof the phrase “shall be made only’’. 

House Concurrent Resolution 459 was introduced on January 18, 
1960, by the Honorable Armistead I. Selden, Jr., and referred to the 
Committee on Foreign Affairs, which in turn referred it to the Sub- 
committee on Inter-American Affairs. The subcommittee ordered it 
favorably reported to the full committee on January 19. 

The committee considered the resolution in executive session on 
January 20, and on January 21, 1960, ordered the resolution reported 
with a technical amendment. 

The purpose of the resolution is to express the sense of the Congress 
that any variation in the traditional interpretation of the treaties of 
1903, 1936, and 1955 between the United States and the Republic of 
Panama, with special reference to matters involving the provisions of 
such treaties concerning territorial sovereignty, shall be made only 
pursuant to treaty. 

By the convention of 1903 the Republic of Panama granted to the 
United States in perpetuity the use, occupation, and control of the 
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2 CONCERNING TREATIES BETWEEN UNITED STATES AND PANAMA 


land for the construction, maintenance, and operation of the Panama 
Canal as well as all the rights, power, and authority within the zone 
which the United States would possess and exercise if it were the 
sovereign of the territory. 

The General Treaty of Friendship and Cooperation of 1936 
confirmed these rights as did the treaty of 1955, the preamble to which 
states inter alia that neither of the three treaties may be modified 
except by mutual consent. 

In accordance with the Constitution all three treaties received the 
advice and consent of the Senate prior to ratification by the President 
of the United States. Any change in the traditional interpretation of 
one treaty became the subject of a later treaty. 

The Department of State is currently giving consideration to a 
request by the Republic of Panama that the Panamanian flag be flown 
in the Canal Zone. The Subcommittee on Inter-American Affairs is 
currently holding hearings on this matter. While these hearings have 
not yet been completed, it has become apparent that continuous flying 
of the Panamanian flag in the Canal Zone might be a definite deviation 
from previously established policy with respect to sovereignty. 

The resolution expresses the sense of the Congress that a matter of 
such potential and far-reaching importance be undertaken only after 
full consideration by both the Executive and that body of the Congress 
which is charged under the Constitution with the exercise of such 
responsibility. 

© 
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86TH CONGRESS t HOUSE OF REPRESENTATIVES Report 
2d Session No. 1226 


REPORT OF THE SPECIAL STUDY MISSION TO EUROPE 


JANUARY 25, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mrs. Keutty, from the Committee on Foreign Affairs, submitted the 
following 


REPORT 


[Pursuant to a resolution (H.Res. 113) authorizing the Committee on Foreign 
Affairs to conduct a full and complete investigation of matters relating to the 
laws, regulations, directives, and policies including personnel pertaining to the 
Department of State and such other departments and agencies engaged pri- 
marily in the implementation of U.S. foreign policy and overseas operations, 
personnel, and facilities of department and agencies of the United States which 
participate in the development and execution of such policy.] 








FOREWORD 


House or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D.C., January 22, 1960. 

This report has been submitted to the Committee on Foreign Affairs 
by a special study mission which visited Europe during the fall of 1959 
in order to make a firsthand appraisal of U.S. policies and programs, 
including economic, political, and social developments. 

The findings in this report are those of the members of the special 
study mission and do not necessarily reflect the views of the member- 
ship of the full Committee on Foreign Affairs. The report is filed in 
the hope that it will prove useful to the Congress in its consideration 
of legislation. 

Tuomas E. Morgan, Chairman. 
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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
CoMMITTEE ON ForREIGN AFFAIRS, 
Washington, D.C., January 22, 1960. 


Hon. THomas E. Morgan, 
Chairman, Committee on Foreign Affairs, House of Representatives, 
Washington, D.C. 

Dear Mr. CuHarrMan: I submit herewith for the consideration of 
the Committee on Foreign Affairs a report, in two parts, of the special 
study mission of the Subcommittee on Europe which surveyed con- 
ditions in Europe last fall. The study mission included the following 
members: Hon. Edna F. Kelly, chairman; Hon. Frank M. Coffin, 
Hon. Cornelius E. Gallagher, Hon. Chester Bowles, Hon. Chester E. 
Merrow, and Hon. Alvin M. Bentley. Hon. Leonor K. Sullivan, of 
Missouri, accompanied the study mission and investigated issues 
pertinent to the Committee on Banking and Currency, of which she 
is a member. 

The first part represents the observations and recommendations of 
the six members of the Committee on Foreign Affairs. The group 
was accompanied by Mr. Albert C. F. Westphal, staff consultant of 
the Committee on Foreign Affairs. 

The second part is a special report entitled ““A Study of European 
Economic Regionalism—a New Era in Free World Economic Politics’’ 
and represents the views of Representatives Coffin, Gallagher, and 
Bentley. They were accompanied by Lt. Col. Jerry Capka, USA, 
who was assigned by the Department of Defense. 

It is hoped that the information contained in these reports will be 
useful to the members of the Committee on Foreign Affairs and to the 
Congress in the consideration of legislation. 

Sincerely yours, 
Epona F. Ke tty, 
Chairman, Subcommittee on Europe. 
xI 











PART I 


SPECIAL STUDY MISSION TO EUROPE 
FOREWORD 


In the space of 12 years U.S. assistance to the nations of Europe 
has successfully met many divergent challenges of international 
communism. The postwar military threat to Greece and Turkey was 
met by the Truman doctrine. The first bold economic approach was 
the Marshall plan, which has accomplished its original objective. 
Point 4, now called technical assistance, was initiated. NATO and 
the mutual defense assistance program were added as military deter- 
rents. All of these. programs were brought together in the mutual 
security program. Containment, liberation, and coexistence were an- 
nounced and eventually found wanting. Has the free world now the 
will and determination to meet the new threat, or is capitulation at 
hand? That is the question. 

This new threat has been launched as a result of new scientific 
achievements and increasing Communist economic offensives. 

New policies, new emphases, new thoughts, and new responses are 
needed to meet the present danger. We are not engaged in a physical 
conflict. Neither are we ina state of peace. Only firm and successful 
leadership, by the Executive, greater cooperation between the Execu- 
tive and the Congress, and deeper popular understanding can see us 
through this new challenge to our heritage. 

Man’s penetration of outer space is acclaimed a major scientific 
feat. Whether it will contribute more to human peace or to human 
destruction cannot be forecast. But Soviet participation in this field, 
measured against the philosophy and objectives of communism, leads 
to the inescapable conclusion that communism is readying another 
weapon in its arsenal. That it has lifted its eyes to the planets does 
not mean that it is looking to heaven. The 40 years that span its 
active life is one of the most sordid periods in human history. 

Large numbers who live beyond the borders of Communist domina- 
tion seize upon the slightest word or suggestion to comfort themselves 
that communism is not really what it is or, if it was, that it has 
changed. Even among the more sophisticated there is division about 
its purpose or complacency about its strength. Still others regard it 
as a sore on the body politic that will disappear if ignored. The 
greatest danger the world faces is apathy to the fundamental cbjec- 
tives of communism. 

We should not debate whether the United States was thrust into 
the leadership of the free world or acquired it by default. The fact 
is that the burden rests on us. This we have assumed. World 
War IT was a global conflict that used our men and resources. But 
how much more global is the war in which we are presently engaged ? 
We have collective defense arrangements with more than 40 nations. 
We extend military assistance to 37 countries. We supply some form 
or forms of economic assistance to almost every country outside the 
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2 STUDY MISSION TO EUROPE 


Communist orbit. Every one of the 21 new nations that has achieved 
—— since the end of the war is a recipient of some aid 
rom us. 

Clearly we have not taken our role of leadership lightly. It is the 
American Government that extends the aid with money from Ameri- 
can taxpayers. The United States started its national existence with 
certain natural endowments. But only by unremitting toil have we 
built up the resources we now share with others. Sustained en- 
erosity on our part is often confusing to the foreign recipients. Too 
few grasp the fact that our strength derives not alone from physical 
resources but from moral principles embodied in our Constitution 
and enlarged in our statutes. An intense devotion to the main- 
tenance and growth of human dignity and freedom is the cornerstone 
of our wealth. The material portion of our wealth that we share with 
others is designed to hold these freedoms for us and to enable others 
to increase theirs. 

The Subcommittee on Europe undertook a study mission in Europe 
this fall. It inquired into many specific matters. The underlying 

urpose was to gage the success of our manysided assistance program. 

tatistics alone can be a false guide. To say that the per capita in- 
come has increased by a certain number of dollars is no satisfaction 
to the peasant still struggling on the same income he had 5 years 
ago. To note that we have sent a certain number of tanks to a 

articular country is no assurance that that country’s military posture 

as been strengthened if the tanks have no spare parts or manpower 
to utilize them. Many bits and pieces have to be fitted together to 
give much meaning to our assistance. More important, all levels of 
government and society are touched by our assistance. They are not 
in too many instances aware of the source, nor have the great masses 
as extensively benefited as originally intended. Alterations in atti- 
tudes, in patterns of behavior and outlook, and in political conduct 
had to be appraised. These are some of the aspects of our assistance 
that the committee was obliged to study locally. 

At this point it is sufficient to note that the highset qualities of lead- 
ership in each country are necessary to keep the focus sharply on the 
purposes that underlie United States assistance. And, at the inter- 
national level, only the collective efforts of the free world leaders 
can make clear the necessity for resolute decisions, however unpala- 
table they are, that will assure the unity necessary for survival of the 
free world. 





RECOMMENDATIONS 


1. The original economic goals of our foreign aid program in 
Europe have in most instances been achieved. The program must now 
be reexamined in the light of Europe’s economic recovery. (Page 9.) 

2. Quota restrictions imposed by foreign countries at a time when 
their dollar reserve position was in jeopardy should be progressively 
reduced, and retinal te the near future. (Page 13.) 

3. A continuing study must be undertaken by the Committee on 
Foreign Affairs of the impact on the American economy of the invest- 
ment of U.S. firms in Europe to determine the extent to which new 
markets are being found, the extent to which those firms are looking 
to third markets, and the extent to which the products of such firms 
are produced for export to the United States. (Page 14.) 

4. The Committee on Foreign Affairs should give continued atten- 
tion to the possible impact of the two competitive European trade 
groups (the Common Market and the European Free Trade Associa- 
tion) on our economic, military, and political policies. Our Govern- 
ment should take the initiative in seeking ways to achieve greater 
European unity without prejudice to the economic interests of the 
United States and other free nations. (Page 14. 

5. The industrialized countries should give high priority to the 
development of long-range plans for the assistance to underdeveloped 
countries. (Page 16.) 

6. Our administrators should watch closely the fiscal position of bor- 
rowing countries to determine whether loans repayable in local cur- 
rency can in lieu thereof be repaid in dollars. Where it is determined 
that repayments can safely be made in dollars every effort should be 
made to secure repayment in that currency. (Page 17 } 

7. A greater participation in aid to the underdeveloped countries 
by the industrialized nations will result in mounting accumulations 
of local currency controlled by these countries. Officials of the United 
States and of these countries, as well as those of international 
agencies, should give careful study to the economic and political 
consequences arising from this concentration of local currencies. 
(Page 19.) 

8. Congress should reexamine the administrative and legislative 
limitations on the use of local currencies by the United States with 
‘ — to ; greater use for programs that Congress has authorized. 

age 20. 

9. The U.S. Government must take the lead in helping American 
industry operating abroad to negotiate with foreign governments con- 
Pane - problems wea by Russia’s economic offensive. 

age 22. 

10. The confirmed and intensified Soviet economic drive to surpass 
the free world demands an evaluation as to whether new economic 
opportunities afforded by the nations of the free world are assisting 
the Soviet Union in reaching its objectives. (Page 22.) 

3 
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11. The free world must be kept constantly aware of the funda- 
mentals of Soviet policy. In contrast to the rigidity of Stalin, a 
tension-weary contd iabemesate the extroverted practices and peaceful 
professions of Khrushchev as a change of Soviet policy and objectives. 
In the absence of concrete evidence to the contrary, they can only be 
viewed as a new tactic in Soviet policy designed to reduce resistance 
to Soviet plans for world domination. (Page 23.) 

12. The heat generated by a presidential campaign in our country 
may tempt the Communist world to engage in ventures in the belief 
that American preoccupation will result in no decisive action on our 
part. It is hoped that the President, as the chief architect of, and 
spokesman for, our foreign policy, will serve notice, prior to the com- 
mencement of the formal campaign, that domestic political expediency 
will not alter our determination to resist Communist probings, and 
that he will recognize that responsible campaigning requires access to 
relevant information. Continuity requires continuous policy brief- 
ings. This was initiated by President Truman in all departments. 
In 1956 it was continued by President Eisenhower, but this year will 
be more difficult due to the tense international situation and the fact 
that there will be anew Chief Executive. (Page 23.) 

13. Our NATO partners must assume a greater share of the cost of 
the common defense effort. (Page 25.) 

14. Increased attention should be given to a unified system of 
logistics support, spare parts, supply, maintenance of equipment, and 
production capability, by our NATO partners. (Page 26.) 

15. Consultations and periodic meetings on a ministerial level, in 
which all of our Western allies will participate as partners in formu- 
lating basic planning, must be had to create a greater unity in effort 
and in understanding. (Page 26.) 

16. Firmness in our demand on the Soviet Union for settlement of 
the $2.6 billion of World War IT lend-lease will provide a tangible 
test of the depth of Soviet intentions. (Page 27.) 

17. A single administrator in the Department of State should 
coordinate all phases of our foreign-aid programs, including military 
and economic programs, loans and grants, local currency utilization, 
and the disposal of surplus agricultural commodities. (Page 28.) 

18. The United States ambassador is the chief representative of all 
United States functions in the country to which he is accredited. As 
such, all matters pertaining to that country should be submitted to him 
for his recommendations and advice. (Page 29.) 

19. In our building program overseas greater attention should be 
given the comments and suggestions made by our officials resident in 
the country. The buildings should be in harmony with the architec- 
tural traditions of the country. (Page 29.) 

20. United States Information Service operations in certain fields 
of activity should be expanded. (Page 31.) 

21. With the Presidential proclamation making 1960 “Visit the 
United States” year, it is imperative that the executive branch make 
available to overseas missions basic and simplified information that 
will encourage foreign travel in the United States. (Page 32.) 
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INTRODUCTION 


In September 1959, members of the Subcommittee on Europe of the 
Committee on Foreign Affairs visited Europe in order to make a first- 
hand appraisal of United States policies and programs, including eco- 
nomic, political and social developments. Special emphasis was 
directed toward the effectiveness, administration, and operation of 
our foreign policy and aid programs; the European economic situa- 
tion; the Soviet economic offensive and its implications; the prob- 
lems and prospects of various European agencies for economic and 

olitical integration with particular reference to the Common Mar- 
Fret common efforts for the defense of Western Europe with particu- 
lar reference to the posture of the North Atlantic Treaty Organiza- 
tion (NATO) ; the ability and willingness of the western European 
countries to participate in aid programs to the less-developed coun- 
tries; foreign currency accumulations; adequacy of U.S. personnel 
and of U.S. physical facilities, both residential and office; and the 
U.S. information program. 

It was unfortunate that the subcommittee could not travel as a unit, 
due to the late adjournment of Congress and to previous commitments 
which members had in their respective districts. The Hon. Edna 
F. Kelly, chairman of the Subcommittee on Europe, coordinated the 
itineraries of the members to provide for a minimum of overlapping. 
Representative Kelly visited England, Ireland, Denmark, France, 
Switzerland, Germany, Italy, and Spain. Hon. Chester E. Merrow 
joined her in France and completed the remaining portion of the trip. 
Hon. Frank M. Coffin and Hon. Cornelius E. Gallagher visited France, 
Denmark, Germany, Italy, Belgium, and England. Hon. Chester 
Bowles included in his itinerary Italy, Tunisia, Greece, Turkey, Yugo- 
slavia, Germany, France, and England. Hon. Alvin M. Bentle 
visited most of the consular districts in Great Britain before canted 
ing to Germany, Denmark, and France. Hon. Leonor K. fittivan 
a member of the Committee on Banking and Currency, accompanied 
the study mission. 

Members met with United States officials, with officials of the local 
governments and with private citizens, both American and foreign, 
who were conversant with the matters with which the study mission 
was concerned. 

The following report briefly covers the general study mission. Of 
necessity it omits much secret information collected. It presents 
compromise viewpoints and recommendations. There is a separate 
detailed report on the Common Market by Representatives Coffin, 
Gallagher, and Bentley. Representative Bowles has filed a supple- 
mentary statement which is included in the general study mission 
report. The whole study mission investigated all of the vast projects 
but these members concentrated on the special aspects reported on by 
them. Credit is herewith given in each case to the member who 
made the particular contribution. This report may be obtained in 
toto or in separate parts. 


50486—60——_2 
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The study mission recognized the potentiality of President Eisen- 
hower’s “Peace Mission.” We trust that the trip will bear on a fruit- 
ful solution of the global problems facing the free world. The study 
mission realizes that applause does not mean acceptance of policies. 
Therefore, we feel that realistic facts must be told and squarely faced. 
We feel that our way of life and the standards we seek are based upon 
our recognition of the natural rights of man. There is no room for 
compromise here. The recommendations reported, along with others 
as yet unreported due to security reasons, will be brought to the atten- 
tion of the full Committee on Foreign Affairs of the House of Repre- 
sentatives and to other committees with overlapping jurisdiction, 
and, we trust, adopted into law. 


Evurore Topay 


Even the most casual observer can readily sense the air of economic 
activity that envelopes most of Europe. Large-scale housing projects 
dot the cities and suburbs. Industrial establishments are burgeoning. 
Automobile traffic has an appalling similarity to that of the United 
States. Hotels are eboendadl although the tourist season is officially 
over. Small shops with well-stocked supplies are numerous and 
reasonably busy. Evidently Europe is not suffering from a depres- 
sion or even a recession. These surface manifestations of economic 
vitality are supported by statistical evidence and by political leaders 
who are sensitive to economic trends. 

The statistics used to depict Europe’s overall recovery obscure 
the unequal pace of economic gains. Southern Italy has 2 million 
unemployed. By any reasonable definition it is a depressed area 
despite strenuous efforts by the Government to develop it. Large parts 
of Greece, Turkey, and Spain, as well as pockets in the industrialized 
countries of Britain, France, and Belgium, have not felt any benefits 
from the new burst of activity. In many cases the new-found wealth 
has barely begun to filter down to the workers. 

The gross national product of the six Common Market countries 
(France, Germany, Italy, Belgium, the Netherlands, and Luxem- 
bourg) has about doubled since 1950. Industrial production is some 
40 percent greater than it was in 1953. By contrast United States 
production has increased only 14 percent. Between 1951 and 1957 the 
steel output of the European Coal and Steel Community went up 43 
ea Equally important to the continent’s economic advance has 

en the diversification of production, particularly in capital goods. 
U.S. investments in Western Europe in 1950 were $1.7 billion. By 
mid-1959 they had risen to $4.8 billion. This is a clear indication 
that American business finds the political and economic climate fa- 
vorable and promising. Between 1952 and 1959 automobile registra- 
tions have tripled. 

General prosperity has moved most of Europe’s currencies from a 
osition of instability to one of stability. The single most impressive 
act in this connection is the convertibility of currencies in intra- 

European trade and a relaxation on capital and tourist expenditures 
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in other countries. The adoption of sound fiscal and budgetary 
policies has diminished the specter of inflation although it is always 
a latent factor. Industry and labor remember the impact of inflation 
and are satisfied with the status quo. They feel that increased pro- 
ductivity will be compensatory. Only recently the Organization for 
European Economic Cooperation (OEEC) has detected signs of 
inflationary pressures in a few countries. As the study mission 
itself observed, the drought of last summer was particularly 
severe in France and food prices have been advancing to the point 
where the Government has had to intervene. It lifted import re- 
strictions on several food products and increased import quotas by 
25 percent for agricultural machinery. The strength of the 
present French Government as well asa ae to avoid the disastrous 
consequences of uncontrolled inflation give grounds for hope that 
Government policies will be able to hold the line. 

Tribute must be paid to the people of France and in particular to 
President de Gaulle. He has led the French Government in reforms 
which have rebuilt the country to a position of stability and stature. 
In less than a year he has achieved what most people would have said 
was impossible after the fall of the Fourth Republic. It is to be 
hoped that this revival and revitalization of France will be perma- 
nent and that the nation will take its place humbly within the family 
of nations working with mutual cooperation for free world survival. 

Much of the currency stability arises from the buildup of gold and 
dollar reserves. The gold reserves and liquid dollar holdings of 
Western European countries in 1949 amounted to $8.4 billion. By 
mid-1959 they had risen to $23.2 billion, whereas U.S. gold holdings 
dropped from $24.5 billion in 1949 to $19.7 billion in mid-1959. 
European exports have kept pace with its improved industrial output. 
United States defense expenditures abroad and its aid to under- 
developed countries have put into circulation large amounts of dollars 
that have found their way into European treasuries. More sig- 
nificantly, these improvements took place despite the disruptive 
impact of the Suez crisis and an American recession. To the study 
mission this indicates the resilience of the European economy and a 
large measure of independence from the United States economy. 


Ovr Arm Procrams 


The end of World War II found the European victors and van- 
quished barely able to sustain themselves, much less rebuild their 
economies. Only assistance from abroad kept the nations afloat. In 
his address at Harvard University in June 1947, Secretary of State 
George Marshall unfolded the broad outlines of a philosophy and a 
plan to assist these nations. He sketched the philosophy of aid in 
these words: 

Aside from the demoralizing effect on the world at large and the possibilities 


of disturbances arising as a result of the desperation of the people concerned, 
the consequences to the economy of the United States should be apparent to all. 
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It is logical that the United States should do whatever it is able to do to assist 
in the return of normal economic health in the world, without which there can 
be no political stability and no assured peace. Our policy is directed not against 
any country or doctrine but against hunger, poverty, desperation, and chaos. 
Its purpose should be the revival of a working economy in the world so as to 
permit the emergence of political and social conditions in which free institutions 
can exist * * * 


As for the plan of attack on Europe’s problems Secretary Marshall 
stated : 


There must be some agreement among the countries of Europe as to the re- 
quirements of the situation and the part these countries themselves would take 
in order to give proper effect to whatever action might be undertaken by this 
Government * * * It would be neither fitting nor efficacious for this Government 
to undertake to draw up unilaterally a program designed to place Europe on its 
feet economically. This is the business of the Europeans. The initiative, I 
think, must come from Burope * * * The program should be a joint one, agreed 
to by a number, if not all, European nations * * * 

The Europeans acted immediately and decisively. By mid-July 16 
European nations had agreed to the establishment of a Committee 
for European Economic ant the forerunner of the present 
Organization for European Economic Cooperation (OEEC). By 
September they had outlined a 4-year program for economic recovery. 
Meanwhile, within the United States, complementary efforts were 
underway. In the executive branch several major studies were made. 
Legislative participation at first was limited to consultations with key 
congressional members. One of these, the late Senator Arthur H. 
Vandenberg, gave considerable attention to the organization of the 
program and successfully urged that a new Federal agency be set up 
in the Government to handle it. In the House of Representatives a 
select committee was created to yar eas problem of foreign aid. Al- 
though the chairman was the late Representative Charles A. Eaton, 
the vice chairman headed the overseas study groups. He was Repre- 
sentative Christian A. Herter, now the Secretary of State. It was 
this group that spearheaded the program through the Congress. 

The Economic Cooperation Act of 1948 that initiated our aid to 
Europe included in its declaration of policy the statement that— 

* * * The restoration or maintenance in European countries of principles of 
individual liberty, free institutions, and genuine independence rests largely upon 
the establishment of sound economic conditions, stable international economic 
relationships, and the achievement by the countries of Europe of a healthy 
economy independent of extraordinary outside assistance. 


To effectuate this policy material and financial assistance was ex- 
tended to them in such a manner as to aid them to become self-reliant 
by— 

(1) promoting industrial and agricultural production in the participating 
countries ; 

(2) furthering the restoration or maintenance of the soundness of Buropean 
currencies, budgets, and finances; and 

(3) facilitating and stimulating thé growth of international trade of partici- 
pating countries with one another and with other countries by appropriate meas- 
ures including reduction of barriers which may hamper such trade. 
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In one form or another the observation was made to the study mis- 
sion by our own officials and by local government officials that the 
Marshall plan had accomplished its purpose. 

Collaboration between the executive and legislative branches and 
between the political parties marked the evolution of the Mutual De- 
fense Assistance Act of 1949. The Vandenberg resolution of 1948 
gave Senate approval to United States entrance into regional military 
alliances. It was the basis for negotiations that culminated in the 
North Atlantic Pact. So far as the United States was concerned 
the 1949 act gave substance to the Pact. The original executive plan 
for foreign military assistance was modified by the Committee on 
Foreign Affairs in a manner that has taken on added meaning today. 
In its report to the House the committee stated : 

The idea of the North Atlantic nations working together in a pattern of unity, 
each contributing in the_full measure of its capability to the common defense 
and each receiving assistance in the measure of its need, is the pattern of 
policy which this bill presents. This pattern essentially involves a division 
of labor, Each nation must undertake in the common interest the tasks for 
which it is best suited by strategic position and by resources in material and 
manpower * * * 

The technical assistance program of 1950 (popularly called Point 
4) was also the product of Sioartinnn efforts. Although the general 
plan was unfolded in President Truman’s inaugural address in 1949, 
the implementing legislation was not forthcoming until 1950. In the 
interval hearings were held and informal discussions were carried on 
by interested members of both parties. 

Although broadened geographically and amended in language in 
the years since they were started, these three programs—economic 
assistance, military assistance, and technical assistance—comprise 
the bulk of what we now call the Mutual Security Program. 


Economic Sratus or Evrorg 


The recovery of the continent is a vindication of the soundness of 
the Marshall plan. In the larger global picture it is a political vic- 
tory and an economic victory for the free world. It conveyed to the 
peoples of the world the humanitarian and moralistic ideals of the 
American people. This is a success that cannot be explained with 
arithmetical symbols but must be recognized as a fact of life. Cur- 
rencies have been stabilized, reserves have been built up, convertibility 
is possible, and quota restrictions are on the way out. Taken together 
these accomplishments give ground for a most optimistic view on 
the direction of international trade. 

The study mission directed much of its inquiry into the significance 
for the United States of these developments in Europe. The old 
assumptions upon which our aid was—and is—extended to Europe 
must be reexamined. This is imperative. 

Through fiscal 1950 our military and economic aid to Western 
Kurope amounted to $17.9 billion. From fiscal 1951 through fiscal 
1959 it was $21.2 billion. But in this latter period the economic con- 
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tent of our aid to Europe has consistently diminished except for a 
few persistent problem areas such as West Berlin and Spain. The 
— portion has been for military assistance. In addition, United 

tates expenditures on its own military forces and bases in Western 
Europe are running at about $11, billion a year. These expenditures 
contribute to the balance of payments position of European countries 
but not in equal amounts. Germany, where we have our largest forces, 
is the greatest beneficiary although it enjoys one of the best balance 
of payments positions. Italy now has gold reserves and dollar hold- 
ings amounting to about $2.6 billion. Denmark is economically sound 
in spite of a decline in its shipbuilding industry. Denmark supplies 
Kurope with many agricultural products as well as making sizable 
sales to the U.S. Armed Forces stationed in Europe. 

The pace of recovery is not confined to the industrialized nations of 
the continent. In Spain the study mission was encouraged by the 
vigor with which that Government is tackling its economic problems. 
Last July it embarked on a comprehensive economic stabilization pro- 
bem: that included its membership in the OEEC, a reform of the 

oreign exchange system, and internal fiscal and trade measures. In 
a move toward increased productivity and trade liberalization, the 
Spanish Government is eliminating price controls and administrative 
allocation procedures for those commodities whose importation will no 
longer be subject to quantitative restrictions. Food, raw materials, 
and spare parts, comprising about 40 percent of Spain’s imports have 
been removed from licensing provisions. During negotiations leading 
up to Spain’s entry into the OEEC, the OEKEC wanted such quotas as 
were retained to give preference to its members. The Spanish Gov- 
ernment refused to accept this position and insisted that the United 
States share in global quotas that Spain retained. 

Another significant step is designed to encourage private investment 
in Spain. Foreign investments were formerly limited to 25 percent 
ownership of a company. This has been increased to 50 percent. 
Another new provision sets up nonpreferential and preferential 
categories of foreign investment. Companies in the former category 
cannot send out more than 6 percent of their earnings while those in 
the latter can remit earnings without limit. Determination of a com- 
pany’s classification will depend upon the contribution that its activi- 
ties will make to the Spanish economy. Details on the operation of 
the new foreign investment program have yet to be worked out. 
Much of the success of the program will depend upon the clarity of 
the administrative arrangements covering this subject. 

Spain is undertaking an extensive oil development program. When 
the study mission was in Madrid, a number of U.S. oil companies as 
well as the Spanish Government oil monopoly had submitted bids to 
carry out exploration and development in Spain and its African de- 
pendencies. The bids had not then been opened. The study mission 
expressed its hope to General Franco that awards would be made 
without discrimination against foreign companies. Such an attitude 
will give increased confidence to private investors in other sectors of 
Spain’s economy that will accelerate the momentum of development. 
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Tue Common Market AND THE OuTER SEVEN 


The significance of Europe’s economic rejuvenation lies not so much 
in what has been accomplished as how it has been accomplished. One 
condition of our Marshall plan aid was that the recipients engage in 
“economic cooperation” and “concerted efforts” in dealing with their 
problems. The Organization for European Economic Cooperation 
(OEEC) was the instrument they devised. This instrument has 
been the wellspring of Europe’s economic planning. Through its 
technical committees and its boards it has worked For the progres- 
sive liberalization of tariffs and quantitative restrictions. Two sub- 
ordinate bodies have also played an important role. The European 
Payments Union inatituted a multilateral system of payments within 
Europe by serving as a clearing house. The European Productivity 
Agency has concerned itself with the improvement of production 
techniques and modernization of equipment. 

The initial success of these economic organs spurred the advocates 
of European unity to explore other approaches that would provide a 
degree of unity to meet the pending threats of the Soviet Union. On 
the military side, the Brussels Treaty of 1948 paved the way for the 
North Atlantic Pact of 1949 which brought the United States into a 
military alliance for collective self-defense. On the political side, 
the Council of Europe, established in 1949, provided a forum at the 
ministerial and at the legislative levels to encourage greater unity be- 
tween its members. 

It was from the Assembly of the Council of Europe that the Euro- 
pean Coal and Steel Community (ECSC) emerged in 1950, Its 6 
members—Belgium, Luxembourg, Netherlands, France, Germany, and 
Italy—set up a supranational authority and a Common Assembly. 
Although the latter had only economic functions, it extended the scope 
of its activities and became the champion of integration. Its efforts 
played a part in the creation of two new institutions—the European 
Atomic Energy Community (EURATOM) and the European Eco- 
nomic Community (Common Market). After their creation in 1957 
the Common Assembly was superseded by the new European Parlia- 
mentary Assembly which became the parliamentary organ for the 3 
six power communities. 

The Eeesensy of the Common Market was initiated in 1950. It 
was encouraged by the United States and applauded by the British 
and other Western European nations. It culminated in the Rome 
Treaty of 1957. This treaty has among its principal objectives the 
abolition of all tariffs and import quota restrictions among the six 
members by 1970. At the same time the Six are to adjust their tariffs 
in order to develop a common external tariff simtiaaia to the outside 
world by 1970. Other provisions of the treaty extend well beyond 
an economic customs union and look toward a close integration of 
fiscal and social policies and ultimately a high degree of political 
unity. To accomplish these ambitious objectives the treaty created 
a series of governing institutions. 
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In the long discussions that préceded and followed the Rome treaty 
the other OEEC countries showed interest in joining an association 
that was limited to the creation of a larger free trade area in Europe. 
The British Commonwealth with its resources, traditional ties and 
changing complexion led many Britons to feel that their interests 
outside Europe were at least as strong as those in Europe and, in 
many cases, even stronger. French political considerations were moti- 
vated by the policy to bind Germany closely to her rather than risk 
a loose European grouping with limited commitments on the part of 
its members and in which Germany would undoubtedly be a leader. 

They progressed with their plans throughout 1958 at the same 
time that negotiations with the Common Market nations were con- 
tinuing. By the end of that year it was apparent that there was no 
common ground. Britain, Norway, Denmark, Sweden, Austria and 
Switzerland, joined later by Portugal, carried on informal discussions 
among themselves. As differences with the Common Market group 
became less capable of solution, the Seven intensified their plans to 
establish an association called the European Free Trade Association 
(EFTA) as a countermeasure. The emphasis in the title falls on the 
word “association” which suggests its more limited objective and the 
absence of elaborate machinery. 

Each bloc has substantial resources. The Common Market, coun- 
tries have a population of 165 million. The EFTA embraces about 
90 million plus the British Commonwealth. The gross national 
product of the Common Market countries in 1958 was $186 billion 
compared to $84 billion for the EFTA. 

In their talks with the members of the study mission, European 
leaders were concerned in various degrees with the effects of this 
division into two blocs. Some felt that there would be severe eco- 
nomic dislocations. Some felt there was a danger of political disunity. 
Others felt that time would facilitate a constructive form of recon- 
ciliation while still others thought that there was a pressing need for 
immediate action. Members of the study mission ‘iso hold differing 
views as to the effects of this division in Europe. 

The division of Europe into two trading blocs warrants a tem- 
pered appraisal of the future. Europe’s economic upsurge and the 
division of its principal traders into two groups pose new problems. 
While each bloc is committed to more liberal trade patterns, the 
economic and political policies and attitudes they adopt in pursuit 
of this objective may have serious repercussions for the free world. 
Should the division result in attitudes and policies perpetuating con- 
flict and discord between the two blocs it may be expected that the 
Soviet Union will use such division to its advantage. Deeply rooted 
discords and old traditions should not be allowed to rise again. Our 
concern is reflected in the statement of the official in one country who 
expressed the hope that Spain would not be permitted to enter either 
bloc. When questioned on this statement it was corrected on the basis 
that it was said jokingly. 


RR 
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Should the United States exert its influence to bring the Six and 
the Seven together? This is not an easy question to answer. If the 
two groups pursue independent and mutually exclusive economic 
policies, the effect on European unity can be fatal to the Continent’s 
continued development. 

An encouraging note that European trade policies will continue to 
move in a more liberal direction is the recent reduction of import 
quotas. At the GATT (General Agreement on Tariffs and Trade) 
session in Tokyo this fall our delegation took the position that coun- 
tries emerging from balance of payments difficulties reduce the use of 
import quotas. The convertibility of the main trading currencies of 
the world removed any balance of payments justification for their con- 
tinuation. Several principal trading countries—the United Kingdom, 
France, West Germany, the Netherlands, Japan, and Sweden—have 
made reductions in this discriminatory practice while others are giv- 
ing careful study with a view to following a similar course. The 
study mission believes this is a significant step toward stimulating 
world trade in general and encouraging, in particular, American 
exports. It urges that the administration press for further reductions 
that will result in the removal of all quota limitations originally im- 
posed because of difficulties in foreign currency holdings. 

One way by which American industry can enjoy the benefits of 
either of these larger European trading areas is to establish itself 
within the borders and become something of an expatriated industry. 
Or what is more likely, American industry will set up European sub- 
sidiaries to meet the demand of that market. Both of these approaches 
have been used by American companies and others are actively explor- 
ing the desirability of establishments in Europe. In any event, the 
impact of these movements on the U.S. economy, desirable and un- 
desirable, should be the subject of continuing appraisal. 

Exporters and importers will have to give serious thought to 
their place in the European market. The aim of the six Com- 
mon Market countries is to move toward a common external tariff. 
The Outer Seven, as a measure of self-protection, have joined together 
to reduce their tariffs vis-a-vis each other. Exporters of raw mate- 
rials and agricultural commodities will probably be least affected. 
Tariffs on these items are either nonexistent or inconsequential. But 
segments of American industry may well be hurt as competitive Euro- 
pean industries strengthen themselves behind a protective wall. 

The Department of Commerce has only recently started a study of 
the extent to which the U.S. imports are the products of American 
owned or controlled business enterprises overseas. This is a study 
the results of which will be available in June 1960. It should be kept 
current so that the Congress can readily determine whether domestic 
output is adversely affected by this type of import and what measures, 
if any, should be taken. 

The problems raised by the migration of U.S. capital are not 
limited to a narrow economic range. They encompass basic foreign 
policy decisions. The attitudes and decisions of foreign govern- 
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ments in matters of foreign trade are interlaced with, and reflected 
in, their political and military determinations. Many sections of the 
Mutual Security Act—under which we conduct major aspects of 
our foreign policy—reflect a concern for the American economy. 
For these reasons the study mission recommends that the Committee 
on Foreign Affairs give continuing study to the impact on the Amer- 
ican economy of investment abroad by United States citizens and 
business firms. 

American exporters will have to do a harder job of selling better 
quality merchandise that is produced more efficiently. One hopeful 
sign, though not too imminent, is that more of Europe’s wealth will 
come into the possession of its consumers. Both of the two trading 
groups are so recent in origin that statistics can give little guidance 
as to their effect on trade. Some small encouragement may be derived 
from the trade figures for the first 6 months of this year. Both im- 
ports and exports within the two groups and between the two groups 
have risen. 

On the other hand, the following table derived from Department 
of Commerce figures, shows that U.S. trade with the 13 countries 
included in the two blocs is marked by a growth in imports and a 
decline in exports. 








| 
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U.S. exports 
{In millions of dollars] 
Annual 
dadb id ed et) ee) January- | January- 
June 1958 | June 1959 
1956 1957 1958 a 
hapblterntnchitedi it simile bail hh eee el te ete _— elle 
OEEC countries, total. . - 4,751.6 5, 305. 8 4,101.8 2, 048. 2 1, 837.3 
Common Market countries (6) 2, 895. 3 3, 192.3 2, 427.9 1, 242 : 1, 185.9 
EFTA countries (7) - 1, 616.5 1, 756.0 1, 431.7 671 | 670. 6 
U.S. imports 
{In millions of dollars] 
Annual 
te hice iataes Ae Peed January- January- 
June 1958 | June 1959 
1956 1957 1958 
' 

OEEC comntries, total 2, 743. 1 2, 940. 1 3, 168.2 1, 453. 4 2, 069. 0 
Common Market countries $s (6) | 1,415.4 1, 543.7 1, 673.7 747.4 1, 120.8 
EFTA countries (7) 1, 216.5 1, 253. 5 1, 374.7 631.6 863. 4 


ASSISTANCE TO UNDERDEVELOPED COUNTRIES 


Another matter which the study mission explored was the prospect 
of greater European participation in assistance to the underdeveloped 
countries. An ine reasing number of Europeans are giving some 
thought to their possible role so that the study mission found a gener- 
ally favorable response. 
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Assistance to underdeveloped countries is not a new field of activity 
for some of the countries although most of their assistance has been 
confined to areas where they have political ties. Britain has been 
an active participant in the Colombo plan and has provided 
assistance to the newly independent members of the Commonwealth. 
In its African dependencies it has a number of development pro- 
grams. In the 11 years from 1947 to 1957 French public invest- 
ment in its overseas areas, principally Africa, amounted to $3 bil- 
lion. With the creation of the French Community, it may be expected 
that France will continue to engage in large assistance programs. 
The European Economy Community (Common Market countries) has 
plans for a special overseas investment fund of $581 million for invest- 
ment in overseas territories over a 5-year period. 

These are encouraging signs. One question is whether the indus- 
trialized nations (this includes Japan) can do more. The consensus 
is that they can and should. 

What effect will this have on the United States? Specifically, will 
it make possible the reduction of our aid? Since aid and trade are 
the two principal foreign exchange sources of many of the underde- 
veloped countries, any alteration in one throws a heavier burden on 
the other. And since the preponderance of exports from the under- 
developed countries is in basic raw materials, any downward turn in 
demand and prices will necessitate greater aid to keep them on an 
even keel. 

Even if their income from trade remains fairly stable, they will still 
need large injections of aid to carry out their development programs. 
The International Development Association (IDA), an affiliate of 
the International Bank for Reconstruction and Development, is under 
active study. Its function will be the financing of development 
projects on terms not possible by the Bank. Some of the local cur- 
rencies owned by the United States will be handled through IDA to 
facilitate economic development. 

Although the Common Market countries are anticipating heavy in- 
vestment In overseas areas, it is too early to consider that such assist- 
ance will be an adequate substitute for the assistance as presently given 
these areas. The effect of the Common Market plan will be to preserve 
and even to strengthen links between the overseas territories (par- 
ticularly those of France) and the metropolitan areas. These terri- 
tories will become part of the Common Market with its gradually 
diminishing tariffs and thus give them access to large European mar- 
kets. With this encouragement they will undoubtedly step up their 
_neeege of basic commodities such as coffee, cocoa, cotton, and to- 

acco, thereby creating additional problems for other less developed 
countries, as in Latin America, that export these to Europe. If the 
Common Market countries give undue preference in their assistance, 
either through their own agency or through an outside institution 
such as the International Development Association, to countries with 
which they have some special bonds, the other underdeveloped coun- 
tries will have to look elsewhere for assistance. 
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Multilateral assistance by the industrialized countries will have to 
assure that the administration of such assistance will only be on a 
basis of need and of capacity to utilize it. The inclusion of other 
considerations such as former colonial associations that would suggest 
a preferential position for some will make the effort self-defeating. 
An adaptation of the Marshall plan philosophy may be helpful. By 
requiring the borrowing nations in a region or area to reach some 

ent as to their needs and their contributions it may raise the 
focus of their efforts above the narrow national level. 

As other industrialized countries accumulate soft currencies from 
loans to underdeveloped areas, the problem of their usage will be 
compounded. Some of the underdeveloped countries are already 
heavily committed as a result of loans. Additional borrowing, if not 
carried out under rigid ground rules, may jeopardize existing as well 
as future obligations. 

The study mission commends the efforts presently made by Euro- 
pean countries in assistance programs and urges their greater par- 
ticipation. At the same time it must note that the more ieneneiiaie 
prospect of financial relief resulting from this multilateral approach 
may be offset by more remote but more disturbing problems arising 
from multilateral participation. In making these comments, some 
members of the study mission are not critical of the overall level of 
our aid presently extended to the underdeveloped countries. The 
study mission is interested in stimulating other nations to participate, 
whether as lenders or borrowers, in a way that will produce permanent 
benefits upon all participants. 

The creation of a new lending agency, the International Develop- 
ment Association, is underway. This agency will be lending money 
repayable principally in local currencies. The study mission believes 
that its establishment will round out the agencies necessary to carry 
out development programs at all levels and by all methods. 

The accompanying table highlights the existing lending agencies 
in which the United States participates. 


RepaAYMENT OF Loans IN DOLLARS 


From the days of the Marshall plan through 1953 loans made pur- 
suant to the various foreign aid programs were repayable in Sie. 
The principal borrowers were the Saeen countries. Since that 
date local currency has assumed a more prominent place in our lend- 
ing operations. There are several reasons for this. Congress has 
given increased emphasis to loans in preference to grants. Assistance 
has shifted to the less-developed countries where dollars are least avail- 
able. The sale of surplus agricultural commodities for local curren- 
cies (Public Law 480 was enacted in 1954) accounted for large ac- 
cumulations of these currencies. One of the principal uses provided 
in the law was the loan of these currencies to the countries buying the 
products for their economic development. Most of the loan agree- 


50486 O -60 ( Face p. 16) 





Agency and date began 
operations 


International Bank for Re- 


construction and Develop- 
ment (IBRD); 1946. 


International Finance Cor- 
pereticn (IFC), affiliate of 
BRD; 1956, 


International Monetary 
Fund (IMF); 1946. 


Us. E Import Bank 
(Ex-Im}; * 1984. 


UB. DOLr ween 
Fund (DLF); 1957. 


International Cosperetion 
Administration (ICA). 


tural Trade Develop- 
ment and Assistance Act 
(Public Law 480, title I).4 
Not an somney Law 
passed July 10, 1954. 


Purpe 


Loans and guar: 
construction a 
development 
coun . Lo 
guaranteed by 
ernments. 


Enco' priva 
es: ly in le 


countries, by i 
association wit! 


form of loans ar 


Loans from def 
and special ass! 
to promote fr 
economic stabi 
fill mutual se 
tives. (Most f 
grant basis.) 


To dispose of | 


ere ¢ 
oad and 
economic de 


thereby; by sell 
for local curren 
back part of ti 


rencies so rece 
nomic developr 


1 The table shows already existing U.S. and U.N 
American Development Bank has been signed an 
countries. The Charter of the Arab Financial In 
The International Development Association is u 

1 On Sept. 16, 1959, the [M F announced that 40 
have consented to increases in their quotas in the 
IMF. The Fund has extended the period within 
quotas to July 31,1910. Some of these countries h; 
effective on the completion of certain formalities. 

§ The activity to be finance must be locate | in 


repayment; contribute 


to the economic growth o 


have no adverse effect on the U.S. economy; and 
world 


Source: Loan Coordination Branch, | 


Purpose 


ns and guarantees for re- 
mstruction and economic 
velopment of member 
un . Loans must be 
laranteed by member gov- 
nments, 


private enterprise 
peel in less developed 
untries, by investment in 
sociation with private cap- 
al. May not invest 
pital stock. 
mote international mone- 
ry cooperation and 2d 

exchange-practices. 
rovide short-term finan- 
al assistance to help mem- 
rs overcome temporary 
lance of payments prob- 
ms. 


me en bite by 
ans porters 
U.8. goods 


provide financing in the 


ns from defense ones 
id 8 assistance funds 
} promote political and 
onomic stability and ful- 
i mutual security objec 
ves. (Most funds used on 
ant basis.) 


dispose of U.S. surplus 
rricultural commodities 
road and to promote 
sonomic development 
ereby; by sur pluses 
r local and lend 
xck part of the local cur- 
ncles so received for eco- 
smic development. 


Capitalization 


As of Sept. 15, 1959: 
Authorized, 
$21,000,000,000; sub- 


$18,400,000,000; paid 
in, $1,900,000,000; 
balance o: 


As of Sept. 15, 1950: 
Subscribed, 
$13,500,000,000 
of which 


$2,800,000, 
id in gold and 
aoe 


Funds appropriated 
for doles support 
and other economic 
aid: Fiscal year 
1959, Cee 


fiscal year 1960, 
$1, 100,000,000. 
Since 1954, authorized 


U.S. and U.N. foreign lending sources ' 


Source of funds 


Paid-in capital and funds 

raised in private market 
against guarantee of mem- 
ber governments (i.e., call- 
able 80 percent of govern- 
ment subscriptions.) 


Government subscriptions. 
Will revolve its funds by 
selling its investments to 
private persons. 


Government subscriptions, of 
which normally 25 percent 
paid in gold, balance in 
member currencies 


Borrowing from U.S. Treas- 
ury. 


Annual appropriations........ 


Loan funds are an agreed part 
of the local currency receipts 
from the sale in the borrow- 
ing country of U.S. surplus 
commodities. 





Loans ‘ 
Types of projects Repayment terms 
Authorized Cumulative 
fiscal year 1959 authorized 
$703,000,000.......... $4,522,000,000 (June Productive projects biic | Interest rate: In 6 range de 
$0, 19505. ay ye wir of lgee pending on cost of raising in 
= and = Grace ae ox catoa 
wer 
Syebests under lic aus- Up to about 3 years. as 
In i ie = in = 
rency used Bank to acquire 
loan funds). 
$10,600,000........... $21,300,000 (June 30 Productive private en’ , | Interest rate: &7 percent and condi- 
1959). ey a tional payments dependent on earn- 
veloped countries. a option on i, 
in a few instances partly in local 
152,400,000.......... 000,000 (June 30,| Members have drawing Charges: 14 of 1 Gerciat eervigs 
. sn _ cel a dat ae plus charge of 0-6 cent depending 
ance of pa: mts difficul- on length of time and 
ties, to size of their drawn relative to quota and gold 
— but a payment. Term: 6 aa to 3 
decision years. Repayment: In gold or con- 
case. vertible currencies. 
$885,200,000.......... $10,238,000,000 (June | Imports of U.S. supplies and | Interest rate: Up to poe. 
, 1950). equipment for productive erm: Varies up to Jo. 
> pect f yum hou OR 
about 3 years. : U.S. 
$604,000,000_......... $836,000,000 (June 30, | Public"or private, which will | Current interest rate: 3}4 percent for 
). contribute to economic de- “overhead” 5&6 percent 
velopment in the borrowing | fr for projects. 
country.® me oes period: 
one, some token pay- 
ments can be ade for tee first = 
years. yment: Generally 
currency of the borrower with a main- 
tenance of value provision. of 
June 30, 1959, however, 20 of 
the loans were repayable in dollars. 
$58,500,000 loaned - . . a June General economic assistance | Current interest rate: oo 
, 1959). (Total in keeping with purposes Term: Up to 40 years. period 
cumulative loans, related to mutual security. on princtpals About 4 years. Re 
including those payment: In dollars or local cur- 
made from prede- at ae mes of the borrower. 
cessor agencies.) For Se, 
able in local currency, the 
nance of value provision is applesBie, 
$358,400,000.......... $1,766,400,000 (June Projects that directly or indi- | Interest rate: economic overhead 
30, 1959). rectly contribute to eco Gndeiet—oneaae a 
nomic development. vernment, some 4 per- 
cent. On =: 
local in‘ rate. Term: Up to #0 
years. ae ee on principal— 
up to about 3 years. 
Generally local curreney a 
14, 1950. NAC Sumtaated Snaiass> 


| nance of value requirement for future 





U.S. and U.N. foreign lending agencies. In addition, the Charter of the Inter- 


een signed and is now awaiting legislative approval of the various 


ticipating 


) Financial Institute for Economic Development was approved in January 1959. 
sociation is under active consideration. 


unced that 40 members, representing 


82.77 percent of its quotas as of Jan. 31, 1959, 


quotas inthe Fund. This development is relected in the statistics given for the 
period within which the rest of its 68-nation me nbership may acceot increases in 
36 countries have already communicated consents to the Fund which will become 


n formalities. 


; be locate | in a less develove frienily country; provide reasonable prospect for 


mic growth of the borrowing country; be economical! 


and technically sound; 


economy; and be unable to obtain financing on reasonable terms from other free 
2 Branch, Economic Development Division, Office of International Financial and Development Affairs, Department of State. Oct. 21, 1959. 


4 Export-Import Bank, Cooley amendment (Public Law 480) loans. 

Sec. 104(6) of Public Law 480, entitled Agricultural Trade and Development Assistance Act of 1954, as ementel, 
provides that the Export-Import Bank of Washington may receive, for len in certain countries, up to 
percent of the local currencies paid for purchases in such countries of U.S. Itural com ities. Sales of these 
commodities are established by Public Law 480 agree:nents entered into between United States and the governments 
of those foreign countries desiring such a program. U.S. firms and their a’‘fillates may use these loans for business 
development and trade expansion in the foreign country involved. Private firms of the foreign country may obtain 
such loans only to expand markets abroad for U.S. agricultural products. Such loans are le in the currency 
borrowed. Interest rates are similar to those charged for comparable loans in the country concerned. Also 
loans cannot be used to finance the manufacture of products for export to the United States in competition with 
ucts produced in the Unite States, or for the fabrication of commodities to be marketed abroad in competition 
U.S. agricultural commodities or products thereof. 


efi 
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ments signed since 1953 give the borrowing country the option of 
repaying in dollars or, at a sightly higher interest rate, in local cur- 
rency. Few post-1954 loans require repayment in dollars. 

As of June 1959 loan agreements carrying out loan programs 
funded from Mutual Security Act appropriations and under the eco- 
nomic development section of Public Law 480 amounted to more than 
$4.9 billion. The following table summarizes the mutual security 
program and Public Law 480 loans by program and type of repay- 
ment. 

Mutual Security Program loans: 


Repayable in dollars $1, 866, 860, 746. 64 
Repayable in local currency 768, 066, 443. 57 


2, 634, 927, 190. 21 


128, 111, 868. 06 
495, 194, 131. 94 


623, 306, 000. 00 


Public Law 480 loans: 


Repayable in dollars 36, 400, 000. 00 
Repayable in local currency 1, 613, 009, 478. 28 


1, 649, 409, 478. 28 


Total repayable in dollars 2, 031, 372, 614. 70 
Total repayable in local currency 2, 876, 270, 053. 79 


Grand total 4, 907, 642, 668. 49 


To this $2.8 billion of loans repayable in local currencies must be 
added interest that is also payable in local currencies. This calcula- 
tion only takes into account outstanding loans. The revolving process 
of relending these funds as they are paid will only run this figure up. 

The Mutual Security Act authorizes the furnishing of military 
assistance on a loan basis. As of June 30, 1959, total loans outstand- 
ing or repaid under this authority amounted to $156,132,292. All 
of these are repayable, or have been repaid, in dollars except for $30 
million which France repaid in the franc equivalent. 

The concern of the study mission is that borrowing countries 
whose economy improves to the point where they possess adequate 
dollars may prefer to repay in their own currency rather than in dol- 
lars. Japan is repaying a Public Law 480 loan in dollars and Austria 
is repaying three Public Law 480 loans in dollars. It is the desire 
of the study mission that the administrators of these loans watch 
carefully the dollar holdings of the borrowing countries with a view 
to requesting repayment in dollars rather than local eurrency when- 
ever possible. Among the European countries to which the study 
mission has given particular attention it would appear that some 
portion of the $825 million that is repayable in local currency can 
be repaid in dollars. 
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Loans to European countries as of June 30, 1959, carried out under the Mutual 
Security Pregram and Public Law 480 (loans for economic development ) 


Date of last 
loan agree- 
ment repay- 
able in dollars 


Repayable in 
dollars 


Repayable in 
local currency 










ER eM Satin dilk tb kecmnd ocd ccnccbeamgh ose Mts Ss acca $26, 300, 000. 00 |........---..- 
SEEN. ited. Shh ak ch dehemath ns besbh dé tandddoakdbe 968, 000, 478: 66 j..........-4sc0- 1951 
Denmark_ oo Scat 33, 300, 000. 00 2, 316, 443. 57 1952 
France... . é # 225, 600, 000. 00 |...........- CER 1953 
te no ce a 16, 900, 000. 00 - ‘ 1952 
Greece... .- Soa so ce steathidmeok 84, 400, 000.00 |........-.--- 
Iceland. _.....-.- 13, 300, 000. 00 14, 686, 000. 00 1959 
Treland - - ._. ; 128, 200, 000. 00 pitas 1950 
Italy____- sabes sadehie cel 95, 600, 000. 00 81, 200, 000. 00 i952 
a ee Se SIE Bi 5 ig asuslncrmig simetina 1959 
OIG. 8 ti i SR OY 1accinuctinscascoecdh | 1952 
7 eee 61.000, 000.00 |.........--- a 1959 
Portugal. | - 36,051, 000. 00 3, 400, 000. 00 1951 
a 62, 498, 484. 02 241, 045, 000. 00 | (@) 
Turkey... eal 85, 006, 686. 10 95, 400, 000. 00 1952 
United Kingdom. ............ 384, 800, 000. 00 t.. 1952 
Yugoslavia |----=--+-------- 2 276, 200, 000. 00 |... ae 

Rie dion, nice alien, Dipeiiec 1, 401, 956, 648. 67 824, 947, 443. 57 





' 





! Made under Mutwal Security Act of 1951. 
2A Development Loan Fund loan of $22,500,000 made in 1959 is repayable in dollars or local currency, 


ACCUMULATION OF LocaL CURRENCIES 


One of the novel and more perplexing byproducts of our postwar 
foreign aid is the accumulation Ee the United States of local cur- 
rencies. These accumulations arise from the grants or sales of sur- 
plus agricultural commodities and other aid commodities and from 
the repayment of loans. Most of the local currency is owned by the 
United States. The balance, although owned by the other countries, 
is only available for uses to which the United States agrees and is 
thus subject to a large degree of United States control. 

As of October 1959 the unexpended balances of local currency (in 
dollar equivalents) from programs funded from Mutual Security 
appropriations and programs carried out by the International Cooper- 
ation Administration were approximately $1,477 million. Of this 
amount $920 million were United States owned and $557 million were 
country owned whose use requires United States approval. Other 
U.S. owned local currencies which are held by the Treasury Depart- 
ment and not part of the Mutual Security Program amount to $1.1 
billion. These are principally currencies derived from Public Law 
480 sales and set aside for programs not administered by or identified 
with the Mutual Security Program. 

The major sources of local currency accumulations may be identified 
under the following categories: 

(1) Counterpart.—These currencies, which are in the custody of the 
participating government, were generated by ICA dollar disburse- 
ments for grant aid to such countries, pursuant to section 142 of the 
Mutual Security Act of 1954. They are available for the general 
purposes set forth in applicable bilateral agreements which, when 
reduced to specific projects, are mutually agreed upon by the United 
States and the participating country. 

(2) Section 402, Mutual Security Act, surplus agricultural com- 
modities.—These currencies were generated by ICA dollar disburse- 
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ments for U.S. surplus agricultural commodities. They are available 
for the purposes of the Mutual Security Act of 1954 and the purposes 

ff section 104 of the Agricultural Trade and Development ‘Act (Public 
Law 480) which are ‘in harmony with the purposes of the Mutual 
Security Act. For the current fiscal year, a minimum of $175 million 
must be used under the provisions of this section. 

(3) Agricultural Trade Development and a Act (Public 
Law 480).—These currencies were generated by Commodity Credit 
Corporation dollar expenditures for U.S. aaah agricultural com- 
modities pursuant to title I of this act. They are allocated to ICA and 
other agencies by the Bureau of the Budget for use for general pur- 
pose categories designated by that Bureau within the scope of section 
104 of the act. 

As indicated above, these accumulations will increase as loans made 
under various aid programs are repaid in local currencies. 

Until 1954 local currency accumulated in rather manageable 
amounts. Since the passage of Public Law 480 in that year, sales of 
our surplus agricultural commodities have produced growing amounts 
of local currencies. All signs point to a continued ‘upward trend as 
these currencies are lent and repaid. In 1958 the Treasury Depart- 
ment projected the local currency situation of the United States as 
follows: 

If all the repayments are reinvested from loans continuing only through 1963, 


the United States will have a claim on the resources of other countries in the 
year A.D. 2000 of about $37 billion equivalent. 


If, however, loans do not stop in 5 years but continue to be made available 
by the United States in amounts (projected by the Treasury Department) and 
reloaned as they are repaid the cumulative obligations to the United States 
in the year A.D. 2000 would approximate $154 billion equivalent. 

The underdeveloped countries are the most likely markets for our 
surplus agricultural commodities and the potential borrowers that 
will repay in their own currencies. Thus an increasingly large pro- 

ortion of our local currency holdings will be in soft currencies that 
have limited use. 

The study mission raises the issue for several reasons. 

First, the use to which we put our local currency holdings may have 
far-reaching foreign policy implications. If we release them quickly 
or unwisely, we can create inflation that will undermine the fiscal sta- 
bility we are seeking to promote. If we keep them sterile, the local gov- 
ernment may be ined in its development efforts. No neat line 
separates these two extremes. It will tax the best talents of our ad- 
ministrators to make sound decisions in this matter. Each decision 
will require an individual appraisal of current conditions in the coun- 
try. Therefore, while our administrators should adopt some general 
principles to serve as a guideline, they must be given discretionary 
authority to use their best judgment in making their determination. 
Should other industrialized countries embark upon large-scale assist- 
ance to the underdeveloped countries and acquire local currency in 
ways similar to the United States, the problem will take on another 
dimension of complexity. 

Second, no less important than the speed with which we release local 
currency is the purpose for which we release it. Accumulations of 
local currency whither owned or controlled by the United States will 
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tempt foreign governments, as Well as our aid officials, to think of ways 
in which to spend it. In the zeal to put idle money to work projects 
may be conceived which are at best marginal in their economic con- 
tributions. Or they may be projects for which the local government 
would prefer to use our local currency holdings in lieu of using its 
own resources or stimulating the use of the resources of its own 
citizens. Particular attention should be given to the possibility of 
developing regional projects which will contribute to the strength of 
an area and serve as a basis for closer collaboration between neighbor- 
ing countries. 

As the study mission noted earlier, a building boom is underway in 
every country it visited. In some countries where development 
has been slow or spotty the study mission noted the numerous housing 
developments intended for the middle and upper classes and a corre- 
spondingly small amount of low-cost housing construction. The 

nited States has extensive local currency accumulations in these 
countries. Some members of the study mission believe that some of 
this local currency can be released for low-cost housing construction 
without creating inflationary pressures and at the same time contrib- 
ute to the countries’ development. Such a utilization would be con- 
sonant with the objective of our assistance to reach the people. For 
example, the committee was apprised of the fact that at least one 
Spanish company, which has a contract for the construction and 
maintenance of housing projects for the U.S. Air Force in Spain, has 
offered, on terms favorable to the United States, to accept complete 
payment in pesetas instead of partially in dollars and partially in 
pesetas. 

Third, legislative restrictions written into the authorizing laws or 
into appropriation acts deny the maximum utilization of these cur- 
rencies to support our own operations or for our foreign aid objec- 
tives. In some cases they can only be used in amounts specified in 
appropriation acts. In other cases they must be purchased with 
dollars appropriated for a department or agency or for a specific 
program. The study mission noted numerous instances where this 
local currency could be used effectively to defray normal field opera- 
tion expenses such as the building of embassies, the construction of 
housing for our personnel or to step up programs basic to our foreign 
policy objectives such as book translation and exchange programs. 

The study mission is not advocating an indiscriminate use of these 
assets. But it is impressed by the potential—and constructive—use 
which could be made of local currencies. Inflation abroad will only 
reduce their value. Public Law 480, the principal source of the 
accumulations, permits a presidential waiver of appropriations restric- 
tions where the currency is used for certain categories of purposes 
specified in that law. This waiver authority has been used on 
several occasions. It would be desirable for the executive branch to 
consider the advisability of recommending the expansion of that 
authority to other sections of the law. To avoid complete loss of con- 
trol by Danton a ceiling could be written into the law to cover each 
of the various categories for which the waiver authority may be used. 
In considering appropriation bills Congress could explore more fully 
the greater extent to which foreign currencies could be used. A re- 
examination of the maze of legislative restrictions is in order to deter- 
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mine what modifications, if any, are necessary to encourage converting 
these assets into programs that Congress has already approved. The 
more liberal use of these currencies would not be an additional charge 
on the taxpayer nor would it add to our national debt. 

The following table shows for the European countries the unex- 
pended balances. (as of October 1959) of foreign currencies owned by 
the United States or subject to U.S. approval for their use and that 
are administered by the International Cooperation Administration. 








" Participating 
Country Ses eeeaen country-owned Total 
& foreign currencies 

Ron pian videchinenccedensdensttebachaensucied $10, 116, 104. 98 $42, 884, 804. 61 $53, 000, 909. 59 
cc nckndbhbhibhvddatbadbincidathudoonetidubis GOD, Ge. Ch acct ce treticcanameen 4 970, 350. 00 
Pi gsc dwiiscintindiing 64nn shu ctéeippadecahanmtetareaee 1, 062, a 13 1, 062, 017. 13 
each, Haris Mikicbn dete hedhbecladaibeds deli dubiacadbanitacs 11, 097, 722. 53 1.00 11, 097, 733. 53 
i ed 17, 960, 188. 03 23, 153, S30. 71 41, 114, 018. 74 
SA Jnecaisdalcehiennt costdolaeetudh 8, 743, 689. 61 123, 216, 523. 67 131, 960, 213. 28 
OIG Kiniccin ofind ode dcbbpWichiddetondbithdedatkeadlstamaa nnn 7, 677, 765. 81 7, 677, 765, 81 
 datteddadsdctenaiwe Iittalgidiens timeimaieaa ahaa |: aetelviatgraceeanedaidialeneal 2, 315, 426. 53 2, 315, 426. 53 
bd x hscqoinkdbcdanliondsbansewh bimieteinintes nailed 37, 260, 089. 23 73, 023, 814. 46 110, 283, 903. 69 
pesperente a ies ie ae ee 2 We SEO Boe ce tie acaee et 2, 639, 449. 62 
EES a ee Re ae ee ge eS 103, 317, 700. 32 13, 664, 955. 55 116, 982, 655. 87 
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In addition to the $627.5 million of unexpended balances of local 
currencies reflected in the above table and which are identified with 
some part of our foreign aid program, the United States also owns 
in these countries an additional $601.3 million of local currencies that 
are still held by Treasury and not yet allocated or sold. As noted in 
the table on page 18, outstanding loan authorizations to the European 
countries repayable in local currency are $824.9 million. Thus, actual 
and potential local currency holdings of the United States in Europe 
amount to $2,053.7 million. 


Soviet OFrFreNSsIVE 
A. Economic 


Surope’s economic recovery has buoyed its confidence that it can 
once again resume its role in world trade. Hence Khrushchev’s boast 
of an economic war with the capitalist nations is not taken seriously by 
many. It is even viewed by some as a sporting challenge. The 
exuberance of the challenger generates an appeal more in keeping 
with what many like to believe are universal attributes of human 
conduct. The relaxed atmosphere which has been created is giving 
the Soviet Union the necessary means to achieve the objectives it 
hopes to accomplish. The travels of Deputy Premier Mikoyan are 
one of the more visible aspects of the Soviet trade offensive. 

Most of the European nations have entered into trade relations with 
the Soviet bloc. The study mission was disturbed by some aspects of 
this trade. In return for agricultural products Soviet oil is being 
shipped to Denmark where it is stored in tanks built and owned by 
American oil companies operating in that country. Thus American 
oil is not only displaced by Soviet oil but the Soviets enjoy the ad- 
vantages of U.S. owned storage facilities and other United States 
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capital equipment, and the Soviet»oil, comingled with American oil, is 
distributed under the labels of United States oil companies. An 
Italian company is building a large chemical plant in the Soviet 
Union. It is reported that certain aspects of the Italian space pro- 
gram are being financed by the Soviets. While these may not be 
in violation of any international arrangements entered into with the 
other free world nations, they can only serve to strengthen the Soviet 
Union. These are but two examples of the new Soviet declaration of 
war on the free world. All governments of the free world must be 
alerted to these practices and constantly reappraise their effect in 
order to counter the Soviet economic offensive. 

No one doubts that the Communist bloc is emerging as a new force 
in world economy. The significance of this cannot easily be discerned 
from an examination of any one loan or barter agreement. In no 
Western European country does Soviet trade constitute anything more 
than a small fraction of the country’s total trade. But the range of 
commodities is limited to selected items that contribute to the bloc’s 
overall capabilities to wage economic war in other areas. Thus its 
efforts cannot be measured alone in terms of an immediate economic 
gain to any one country but in terms of long-range global objectives. 
Soviet bloc trade expansion with the European countries must be 
recognized as part of its economic offensive in other areas of the 
world, particularly in the underdeveloped countries. These countries 
are becoming increasingly dependent on the Soviet bloc for their 
export markets and for their imports. Latent anticolonial or anti- 
Western sentiments in many of them make Soviet penetration easier. 
Moreover, the Soviet Union can present itself as an example of an un- 
derdeveloped country that has acquired its present eminence through 
adherence to Communist doctrine. These are appealing arguments 
that cannot be minimized by the West. 

Each trade deal with the Soviet bloc countries must be examined 
not alone for its potential military significance but for more distant 
economic and political goals. The study mission recognizes that flexi- 
bility in approach is important in a world of sepia changing tech- 
nology. At the same time it believes that flexibility should not be 
carried to the point where the immediate gains accruing to any one 
country from trade with the Soviet bloc will jeopardize the strength 
of the rest of the free world. This is a matter that requires almost 
daily evaluation and decisions that transcend strictly economic con- 
siderations. If the Communist world can overcome its opponents by 
economic war, it will have gained an easy victory. 

B. Political 

In the political arena the current lack of militancy by the Com- 
munist Party cannot be interpreted as a diminution of its strength. 
This is particularly true in Italy, which has the largest Communist 
Party in Western Europe. It controls or participates in the govern- 
ment of a number of Italian cities, the largest of which is Bologna. 
In the 1958 parliamentary elections the Communist Party and the 
allied Socialist Party polled 36.9 percent of the vote, an increase from 
the 31.9 percent they polled in 1948. The strongest labor union is 
Communist dominated and has a membership of more than 214 mil- 
lion. It is particularly strong in the transportation and communi- 
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cations nd ante This is particularly significant in view of Italy’s 
key position in NATO planning and the establishment of missile 
bases in the country. Although there are no Communists in the 
Cabinet, at least one key administrative post is held by an individual 
who has close associations with the Communists. 

Only occasionally did prominent Europeans refer to the funda- 
mental ideological conflict between the Communist and non-Commu- 
nist worlds. The disturbing consistency of Soviet policy that is 
masked behind word labels does not appear to have much influence 
on their judgment. It would be ironic indeed if a Europe that has 
achieved its highest economic levels should succumb to the blandish- 
ments of communism while a Europe that was devastated and ruined 
had rejected it. A generation is coming to maturity that has only the 
dimmest memories of their country’s most bitter days. It knows little 
or nothing of the fundamental objec tives of communism, The pleas- 
ant surface manifestations of its current leaders find a favorable 
response among them. ‘This is the danger that the study mission sees. 
There is a clear need for a reinvigoration of anti-Communist teaching 
that will make clear the real nature of communism and its goals. 


PosstpLe MISREPRESENTATION OF U.S. PorrricaL ScEnE 


The relaxed atmosphere that the study mission found and the con- 
tinued strength of Communist followers are not the only causes for 
concern. The United States will be engaged in a presidential cam- 
a in 1960. Foreign policy issues will be—and should be—debated 
yy candidates at all levels. The impression that this may convey to 
those unfamiliar with our political habits is that we are divided and 
that resolute decisions will be postponed pending the outcome of the 
campaign. The Soviet bloc, including Communist China, may de- 
termine that this is an opportune time to engage in military ventures 
at a minimum risk of response from us. To reduce the possibility of 
a false assessment by the Communists, the President who bears the 
constitutional responsibility for determining foreign policy should 
speak out in no uncertain words before the campaign begins that 
domestic political considerations will not deter us from fulfilling our 
international commitments. 

In order that the transfer of presidential responsibility may be 
accomplished with the least disruption to our foreign policy it would 
be desirable that each of the condidates be kept fully informed of the 
details of our foreign policy. 


Nortu Atiantic Treaty OrGanization (NATO) 


Another area to be reexamined is the degree to which Europe 
can assume a larger share of the common defense burden of the 
West. Any consideration of Europe’s contribution to the cost of its 
defense, in turn, invites inquiry into the future status of NATO. 
The study mission must report that it is of the opinion that NATO 
is weak. Wholesome platitudes about the common defense cannot con- 
ceal deep fissures of uncertainty, and even unconcern, about NATO’s 
posture. 

In 1949 twelve nations signed the treaty that created NATO. These 
were the United States, Great Britain, Italy, the Netherlands, France, 
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Canada, Denmark, Iceland, Belgium, Luxembourg, Norway, and Por- 
tugal. The purpose of this military alliance was clear and simple— 
to protect Western Europe against possible Soviet aggression. As 
Soviet threats against the Middle East mounted, Greece and Turkey 
joined in 1952. The Federal Republic of Germany adhered to the 
treaty in 1955. 

The basic strategic concept of NATO has been described as that of 
“the Sword and the Shield.” The sword represents those strikin 
forces which give the alliance an ability to retaliate immediately with 
devastating nuclear power in the event of aggression. The principal 
components of the sword are the U.S. Strategic Air Cataniahe and the 
United Kingdom Bomber Command. The shield represents those 
forces that can resist, hold back, and counterattack enemy forces until 
Allied reprisals have taken effect. They would also protect the bases 
from which the retaliatory forces would operate. The plan was for 
jointly contributed well-equipped land, sea and air elements, stationed 
in forward positions. The agreed goals were considered to be indis- 
pensable. 

It is the shield that is weakening as a result of changing attitudes. 
There is no single event nor simple explanation that marks this turn. 
Rather it has been an erosive process abetted by changes in weapon 
technology that is now threatening the entire strategic concept of 
Western European defense. The Soviets are playing up their eco- 
nomic offensive and their professions of peace and playing down their 
military threats. Many Europeans have interpreted this changed 
propaganda line to mean that Soviet aggression in the military field 
has somehow evaporated. The Soviets have not reduced their military 
strength. There is conclusive evidence that they have increased it. 

The danger from the present drift in NATO extends beyond Europe. 
From the Black Sea to the Pacific along the boundary that divides the 
Communist from the non-Communist world there are innumerable 
areas where the Communists can stir up trouble. Admittedly these 
are beyond the military responsibilities of NATO. But a weakened 
NATO offers these countries no inspiration and little hope in standing 
up against Communist pressures. 

Rapid changes in military technology have raised fundamental 
questions regarding the role that NATO is expected to play. The 
only major nuclear powers today are the United States and the Soviet 
Union. Many of our leaders have been emphasizing reliance upon 
nuclear warfare and talking down conventional means. The growing 
disparity between our military strength and that of the other NATO 
members only adds a sense of uncertainty and even futility as to what 
their role is to be. Within the United States we have to make the 
difficult decision of how to allocate our resources between the mounting 
requirements for nuclear and missile capabilities and the degree of 
assistance we have to give our allies in the more limited area of 
conventional weapons. 

Mutual deterrence between the two nuclear powers accentuates the 
role of conventional weapons as a means of dealing with probing 
actions or brushfire wars. Nothing would be more helpful in dis- 
pelling some of the existing uncertainty than a renewed understanding 
with our allies on the continuing importance of the roles of conven- 
tional weapons as well as nuclear weapons. 
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A recognition that conventional weapons have a real place in the 
strategic concepts of NATO should instill in them a willingness to 
increase their defense expenditures. NATO’s purpose is to protect 
Europe’s investment in Europe. If this is Europe’s understanding 
of NATO’s function, then our partners must be willing to assume a 
greater financial responsibility for the fulfillment of this purpose. 
The study mission noted a few hopeful signs toward a greater financial 
responsiveness. Italy has agreed to an increase in defense expendi- 
tures of 4 percent for each of the next 5 years. Belgium has increased 
its military outlay by about 11 percent. Discussions are underway 
with other countries looking toward a greater contribution. 

The following table, prepared for the study mission by the United 
States Mission to NATO, shows that the defense expenditures of the 
NATO countries as a percentage of their gross national product were 
generally highest in the mid 1950’s. This was a period when Soviet 
military aggression was considered more menacing by the European 
countries. It was also a period when the European nations were only 
emerging from their economic difficulties and could not assume the 
cost of their protection as readily as they can today. 
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1 Gross national product figures estimated in absence of official data. 


Source: USRO, Economic Division. 


Europe’s use of conventional weapons for the common defense is 
not its only contribution. It has the technical skills to make and 
maintain these weapons as well as to provide the spare parts. Instead 
of each country attempting to meet its weapon requirements from its 
own resources, the countries should pool their efforts and develop co- 
ordinated production facilities to supply the participating members. 

Our Government has shown some interest in this program but has 
not pushed it as vigorously as it should. During the mutual security 
program hearings last spring members inquired into the status of the 
mutual defense weapons program. Testimony of Defense Depart- 
ment officials was confusing concerning the willingness and ability 
of some of the NATO countries to produce the antiaircraft Hawk and 
Sidewinder missiles. Since then several of the countries have entered 
into joint arrangements to manufacture these items. Six European 
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countries have agreed to buy about $400 million worth of Hawk weap- 
ons from the European producing agency. In the initial stages of pro- 
duction it will probably be necessary for the United States to supply 
basic and specialized machinery. The advantages to the total defense 
effort will more than compensate for this relatively small outlay. 

The announced withdrawal of our forces from the bases we have 
built in Morocco has created disquiet among many Europeans as well 
as our officials responsible for our whole defense posture. The with- 
drawal from our installations over the next 4 years will necessitate a 
redeployment of our strategic air forces stationed there upon which 
much of the strength of “the sword” depends. It will also result in 
the loss of a valuable naval facility. 'The study mission is concerned 
with the military and political as well as psychological consequences 
of this withdrawal. The “slack” it will produce in our strategic plans 
cannot be filled immediately by reliance on missiles. That program 
has not been moving at an adequate pace. Negotiations for missile 
base sites overseas have not been completed with a number of coun- 
tries. Whatever the reasons may be for the executive decision to 
withdraw, and about which the Committee on Foreign Affairs has not 
been fully informed, there will be a need for a careful restudy by the 
Congress of the role of overseas bases in our total defense program. 

The disunity in NATO cannot be described entirely in terms of the 
United States versus our European partners. Current political and 
economic disagreements between France and Britain and Germany 
and Britain also have their influence. So long as dichotomy of opin- 
ion exists among the partners about their mutual participation 
there will be a reluctance to put more money in the venture. 
Some of the current Anglo-French discord arises from divergent 
views on how to deal with the Russians. Some of it stems from an 
assessment by each of those countries of their role in the new Europe. 
There are those who suspect de Gaulle of seeking to create French 
hegemony on the Continent that would ultimately lead to the creation 
of athird force. Certain steps taken by France confirm this suspicion. 
France has unilaterally reduced its naval commitments to NATO in 
the Mediterranean. It has refused to stockpile atomic weapons in 
France that are under joint control with the United States. Two 
divisions that it has committed to NATO are engaged in Algeria. 
For its part, Britain has reduced its ground forces in Europe. Its 
flexible approach to negotiations with the Soviets and its role in the 
creation of the Outer Seven as against the Common Market of six 
also have NATO implications. 

Our membership in NATO is the single most important tie we have 
with Europe. But our role has changed. Europeans are no longer 
dependent upon us for economic assistance. We must now become 
a leader rather than a commander. In view of the heightened in- 
terest in negotiating with the Soviets this puts us under a heavier 
burdei. The first requisite is that we have a clear policy on what 
we want to achieve. Then we must work to formulate with our allies 
a policy that can muster their support. This will take us into many 
issues which we have not settled in our own mind or which seem pe- 
ripheral to what we regard as the major problems. The risk we run 
is that we may be inadequately prepared or, in the desire to achieve 
a measure of unity, yield on issues that will only make for greater 
complications in the future. 
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NEGOTIATIONS WITH THE Soviet UNION 


The unity of the west is imperative not only for its own defense but 
for the achievement of a common position in preparation for nego- 
tiations with the Soviet Union. The history of our negotiations with 
the Soviet Union should remind us that an agreement with the Soviet 
Union is a document of convenience. The Litvinov agreement of 
1933, as a result of which the United States entered into diplomatic 
relations with the Soviet Union, has been consistently violated by the 
U.S.S.R. Lend-lease assistance of $2.6 billion arising out of American 
support to the Soviet Union in World War II remains unsettled. The 
United States has discussed this matter with the Soviet Government 
on numerous occasions since 1945 and is about to enter into renewed 
negotiations on lend lease. While that Government has not repudi- 
ated the debt, neither has it shown any disposition to settle it. In 
1953 the Committee on Foreign Affairs compiled a study of World 
War IT international agreements and understandings entered into 
during secret conferences concerning other people. ‘The foreword to 
that compilation contained this observation : 

* * * The Soviet Union has never admitted any violations of any agreements. 

No instances have been found where the Soviet Union has questioned the validity 
of any agreement or has formally repudiated any of its terms. When violations 
have been protested, the Soviet has either denied the violation or has at- 
tempted to justify its action by perverted interpretations of the agreement in 
question, * * * 
The study mission makes this point only to remind a hopeful world 
that for more than a quarter of a century the United States and other 
free nations have entered into agreements in good faith with the 
Soviet Union. Had these been carried out by the Soviet Union, many 
of the present tensions that necessitate further negotiations and agree- 
ments would be unnecessary. The study mission recommends that 
before any new agreements are made by our Government with the 
Soviet Union we insist, as an indication of good faith, on the settle- 
ment of the lend-lease accounts. 


ADMINISTRATION 


The Economic Cooperation Act of 1948 had a sharp focus. It ex- 
tended assistance to Europe, it was to end on June 30, 1952, and it 
provided an organizational framework within which to carry out its 
objectives. Thus it gave a sense of finality and of efficiency. This 
is in sharp contrast to our subsequent aid programs that have the 
same basic goals but no terminal dates. The only reasonable conclu- 
sion to draw is that the programs will be of long duration. Yet no 
clear pattern of administration or organization has emerged. New 
programs responsive to new challenges have been added, such as the 
military assistance program. Although it is now a part of the Mutual 
Security Program, it still retains a large degree of autonomy. Some 
programs have taken on a corporate character like the Development 
Loan Fund. This takes them out of the mainstream of bureaucracy. 
Technical assistance is a fusion and refinement of older programs. 
Bits and pieces of diverse programs—for example, the refugee and 
migrants program—have been tucked into the mutual security pro- 
gram to give them an administrative home. 
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The total content of our foreign aid is not concentrated in the 
package called the Mutual Security Program. The Export-Import 
Bank, like the Development Loan Fund, operates in the foreign field. 
Some degree of boior Sintioki is achieved by interlocking directors. 
Through interagency agreements the International Cooperation Ad- 
ministration draws upon Government departments such as Agricul- 
ture and Commerce to meet some of its overseas personnel require- 
ments and to provide supporting services at home. State, Interna- 
tional Cooperation Administration, United States Information 
Agency, Defense, Health, Education, and Welfare, the Atomic Energy 
Commission and the National Science Foundation, administer ex- 
change programs. Each of these is carried out under different laws. 
The disposal of our agricultural surplus commodities through sales 
abroad for local currencies and, in turn, the use of these currencies 
for various programs within the purchasing country, requires action 
by Agriculture, State, International Cooperation Administration, 
Export-Import Bank, and Defense. 

Administrators of the Mutual Security Program have had a difficult 
time finding their level in the bureaucratic hierarchy. The adminis- 
trator of the Marshall plan had a status comparable to that of a cab- 
inet officer. By 1955 the successor agency (ICA) was buried as a 
semiautonomous agency within the State Department. In 1957, a 
Deputy Under Secretary of State (now an Under Secretary) was 
given the task of coordinating the agency with the Department of 
State of which it was a part. While the agency has been moving up 
and down, administrators have been moving in and out. In 9 years 
the Mutual Security Program has been headed by five men. Differ- 
ent personalities, interests, and philosophies have contributed little 
stability to the program. 

The President is the chief administrator. He is the spokesman on 
foreign affairs. The authority for carrying out the various sections 
of the mutual security program are conferred by statute on the Presi- 
dent. The authorization of money is made to the President. Dele- 
gation of authority to subordinates is the only way in which he can 
discharge his responsibilities effectively. The immediate consequence 
is to fragment authority and responsibility. Foreign aid programs 
operating outside the organization of the Mutual Security Program 
are often peripheral activities of a department or agency whose prin- 
cipal concern is with domestic matters. 

The decision making process starts well down the line. As it moves 
up, it is subject to the uncertainties of conflicting ideas. In order to 
achieve a degree of unanimity the end product frequently winds up 
as a watered down version. There is another problem—to weigh the 
possible effects of one aspect of our foreign policy against another. 
High level agencies lay down broad policy directives but this is no 
assurance the implementing decisions will all move forward with a 
maximum impact. 

The study mission is not blueprinting a reorganization of our over- 
seas operations. But it is concerned with the diffusion of authority at 
home and abroad. On the domestic side there is a pressing need for 
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more concentrated authority over the multiple programs that make 
up the sum total of our foreign activities. There is a need to explore 
fully the possible savings in ‘transportation costs of shipping our aid 
supplies that could be “effected through greater coordination. Too 
little attention has been given to bringing other programs that have 
foreign policy implications under more unified direction and control. 

This dispersal of authority at home is reflected in the field. A new 
bureaucratic species has been spawned—the hydra-hatted individual. 
The man who wears two hats is more important than the man who 
wears one hat. He moves through two chains of command and has 
two channels of responsibility. In a world of multiple commands the 
ambassador is sometimes the forgotten man. The study mission is 
insistent that the ambassador be recognized at all times by personnel 
of all agencies within the country to which he is accredited as the 
chief representative of our Government and that all representatives 
keep him fully informed of their activities and that he attach his own 
comments to their recommendations. Certain members of the study 
mission felt that one result of this diffusion is that it is often difficult 
to determine what our policy is toward any one country. 


Foreign SERVICE BumLpINGs 


During the last session of Congress the Subcommittee on State De- 
partment Organization and Foreign Operations, under the chairman- 
ship of Hon. Wayne L. Hays, held extensive hearings on our overseas 
buildings program. Three of the members of that subcommittee were 
also members of the study mission to Europe and they took the oppor- 
tunity to inquire into the buildings program in the countries they 
visited. Their purpose was to gain firsthand information on prob- 
lems pertaining to the adequacy of housing and office facilities for 
our civilian personnel overseas. The followi ing items represent their 
findings. 

Dublin—The United States owns a site for a new chancery building 
in Dublin, situated in a very desirable part of the city that is easily 
accessible by public transportation, The particular plot is triangular 
in shape which presents certain difficulties in creating a satisfactory 
architectural plan for the building. Last spring, when the Subcom- 
mittee on State Department Organization and Foreign Operations was 
considering the buildings program of the State Department, it was 
shown a sketch of the “proposed building which it rejected as un 
acceptable. The study mission, when it was in Dublin, learned that 
at least one previous plan of a different design had been prepared 
This earlier plan, regardless of its merit, has never been submitted te 
the subcommittee. The study mission revar ds this as the withholding 
of important infor mation from a congressional committee. 

London.—A new and impressive ch ancery building is nearing com- 
pletion in London. The present plan calls for a sprawling replica of 
an eagle to be mounted over the facade of the building. Our Am- 
bassador and other U.S. officials have protested this decoration. The 
study mission concurs in their objections. The Department of State 
still plans to have this figure erected. 
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Paris.—Shortly after the conclusion of the second war, the United 
States bought with local currency the Rothschild property for the 
equivalent of $1,900,000. This property is located in one of the most 
desirable neighborhoods in Paris. The residence of the French Presi- 
dent and the British Embassy are situated in the same block. The 
building has adequate and attractive grounds and is convenient to our 
chancery on foot. It was intended at the time that the building be 
converted into a residence for our Ambassador. The present iom- 
bassy residence is located some distance from the chancery and requires 
weaving through heavy traffic. The neighborhood in which it is 
located is grateniby changing in character. The location is at a 
noisy intersection and there are practically no grounds around the 
present structure. 

The Rothschild property has been converted into offices to accom- 
modate a number of our Government activities. There has been 
some discussion at high level whether the original plan of making this 
the Ambassador’s residence should be carried out or whether we can 
secure permission from the French authorities to erect an office build- 
ing on the property. After making several inspection tours of the 
building, it is the study mission’s opinion that this valuable piece of 
property should be converted into a residence for the Ambassador. 

When the study mission was in Paris there were no firm estimates 
as to the cost of conversion. They ranged from $600,000 to well over 
a million dollars. Subsequent to the study mission’s visit to Paris an 
architect was to visit the property and make a complete and thorough 
survey as to what the costs of conversion would be. This will be 
the first firm estimate of what the cost to our Government may be. 
Should the decision be made to convert this into a residence it would 
necessitate additional office space which could be acquired by 
adding to our present buildings, again subject to the approval of the 
French authorities, or renting additional office space at a very high 
rental in the heart of Paris. 

Geneva.—The United States owns no residences or office property 
in Geneva. The city is enjoying a heavy influx of business companies 
that are establishing their European headquarters there. The result 
is a heavy pressure on rental property and consequently an inflation- 
ary trend in rents. The offices of the U.S. consulate general are 
already inadequate. U.S. personnel are having corresponding diffi- 
culties financing the rents that are asked for even modest quarters. 
In House Report 620, the conference report on the Department of 
State Appropriations, fiscal year 1960, it is stated that— 

The conferees are in complete accord that no additional funds are allowed for 
the rental of a residence for the principal officer, his official residence expenses, 
or additional quarters allowance at Geneva. 

Since the Consul General has no private income he has had to give up 
the house he rented and move to a small apartment. 

The study mission believes that this parsimonious treatment is not 
in the best interest of our Government. Geneva is the scene of many 
international conferences and there is a pressing need for adequate 
quarters, both residential and office. The study mission further rec- 
ommends that immediate consideration be given to acquisition of 
property with the view to building permanent office and residential 
quarters for our consulate general. 
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Unirep States Inrormation Agency (USIA) 


The study mission checked on USIA programs in each of the posts 
it visited and offers these observations. 

1. Our information operations in England are too extensive. There 
is not the pressing communications problem in getting across our pro- 
grams in that country that exists ph ata here. The $750,000 we spend 
there could be used more effectively in other countries. 

One of the most successful activities in Europe is the Amerika 
Ps program in Germany. In each of 16 major German cities a 
building called Amerika Haus is used as a cultural center to hold 
exhibits, show movies, give concerts and otherwise acquaint. the Ger- 
mans with the diversity and richness of our cultural life. This pro- 
gram has proven so popular that when lack of funds forced the clos- 
ing of one of th> houses, local authorities and citizens arranged for 
adequate quarters to permit the continuation of the program. Much 
of the success depends upon the ability and initiative of the individual 
American assigned to run the centers. The level of competence of 
these men has been generally high. The study mission believes that 
comparable houses should be established in eve ry country, inviting 
local support wherever possible. 

3. USIA officers put a high priority value on the exchange pro- 
grams. The operation of the programs is hampered by numerous 
bureaucratic hurdles that result in long delays between the time the 
individual applies and the time of his arrival in the United States. 
As indicated elsewhere in the report, exchange programs are run by 
different agencies, each with its own administrative regulations. There 
is & pressing need for greater centralization of operations among our 
agencies and a reduc tion in red tape. In some countries individuals 
are chosen as exchangees without prior consultation between our per- 
sonnel in the capital city and her. in the regional offices. The 
study mission recommends that the latter be kept fully informed of 
prospective exchangees and that their advice be sought on the 
applicant. 

After the exchangee has returned to his country, our interest in him 
should not end. He should be invited to give his frank comments 
on all phases of his experiences. ‘This will do more to point up areas 
of weakness and deficiency than administrative planning. The spon- 
soring agency should also retain an interest in him to determine how 
his study in the United States is reflected in his work and in his atti- 
— toward the United States in his own country. 

The study mission recommends that broadcasts to the peoples 
of ‘ia Soviet Union be conducted in the principal local language of 
the inhabitants rather than in Russian. In this way there will be con- 
veyed to these minority groups an understanding that the United 
Sti _ has not written them off. 

The study mission found our libraries generally well stocked. 
There was a notable absence of history books covering events of the 
last 20 years and a particular deficiency in books that explained the 
role of the United States in World War II and the post war period. 
This is a period that is fresh in the minds of the readers. The absence 
of reading material in our own libraries dealing with the United States 
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can only make readers doubtful that our world role is as important 
as we claim. 

The translation of books is moving too slowly. It must be recog- 
nized that many readers have, at best, only a limited knowledge of 
English. To reach them it is necessary to provide translations. Local 
translators and local printing firms could be used. The study mis- 
sion believes that this is an activity for which more of our local 
currency holdings could profitably be used. 

6. The study mission was favorably impressed by the community 
relations program carried out by our armed services. They have 
engaged in a variety of people-to-people programs that have de- 
veloped an understanding and a sympathetic approach among local 
citizens, many of them livi ing in small cities and towns. 


TourIsM IN THE UNITED STATES 


The foreigner who wants to visit the United States faces greater 
problems in arranging his travel plans than the American who plans 
a ie abroad. What should he see, how should he travel, where can he 
stay? Almost all the European gov ernments and many non-European 
governments have established travel information services or have some 
official in the embassy and consulates who can provide the prospective 
American tourist with a wide array of literature and can answer 
queries. 

Our Government has no comparable arrangement to assist the pros- 
pective visitor to the United States. Most frequently such inquiries 
are addressed to our USIS officers. Their ability to supply basic in- 
formation depends upon their personal knowledge. Because our 
transportation and hotel facilities are privately operated, they are 
reluctant as Government employees to make any recommendations. 
They do not have the materials available, such as timetables, road- 

maps, lists of hotels, points of interest, and other information that 
would encourage tourists to travel widely in the United States. 

The President has proclaimed 1960 “V isit the United States” year. 
This is commendable but not sufficient. A single agency should be 
given responsibility to prepare simple and clear information which 
will facilitate travel by fedigrets in the United States. This material 


can be made available through our USIS offices as well as in our em- 
saan and consulates. W ithin each of these offices an individual 
should be designated to handle travel inquiries. 





CONCLUSIONS 


Whether the enthusiastic reception given to President Eisenhower 
on his recent trip abroad was a personal tribute or an expression of 
goodwill toward the United States is unimportant. The significant 
point is that it reflected the spontaneous feelings of average citizens 
in every country. The message of peace that he carried and 
the hopes that he stimulated cannot be ignored by leaders of all govern- 
ments. But expressions of goodwill are not a substitute for policy 
decisions. They provide the necessary underpinning upon which to 
build constructive policies. The burden is now on the President to 
climax his successful goodwill tour with policies and actions that will 
continue the momentum the trip itself generated. 

The tour came at an opportune time. Much of our policy during 
the decade of the 1950’s was conceived on a “crash” basis in response to 
crises abroad. These improvised policies have had a way of becom- 
ing permanent long after the immediate crisis has receded or taken 
new forms. We face the next decade with the e experience of many 
trials and errors behind us and with a clearer delineation of what has 
to be done in the international field. 

When the study mission started its visit to Europe, details of the 
President’s itinerary had not been announced. By coincidence he 
included in his visit some of the same countries that members of the 
study mission had previously visited. Through its meetings with 
our officials and local officials the study mission derived a body of 
information and a variety of ideas on many aspects of our foreign 
policy. The questions raised by the study mission alerted our people 
to the issues that are bothering Congress and the American people. 
These were undoubtedly communic: ated to the President so that he 
might explore some of these matters with leaders of other govern- 
ments. Thus the study mission may have served the function of a 
catalytic agent. 

The study mission is impressed by the need to project our policies 
for some years ahead. This is the only way we can give some assur- 
ance to those abroad whose support we seek and need. At home 
such a projection will require greater cooperation between the execu- 
tive om legislative branches and between the members of both parties. 
Consultation has lagged at many points in recent years. Congres- 
sional committees have not been kept abreast of important dev elop- 
ments in Morocco, in Iceland, the problem of American oil companies 
in Denmark, and plans for mutual weapons production of items like 
the Hawk and the Sidewinder. The annual review of the mutual 
security program has shown that Congress is interested in these and 
all phases of our foreign relations. But the executive branch has 
not kept Congress informed of developments in these matters nor 
has it brought to the attention of Congress many issues that have 
developed in the interval between for mal hearings. 
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The study mission offers these observations based upon its recent 
visit to Europe. 

1. Our own economy must remain strong and virile. Domestic poli- 
cies must be devised that will permit a continuing growth of our eco- 
nomic base. 

2. Competition from abroad must be regarded as a normal conse- 
quence of healthy economies in other parts of the world. We have 
shown the capacity to meet that challenge in the past. We must be 
able to meet it in the future. 

3. Many of the improvised policies of the last decade must be re- 
considered in the light of the advances of the western European nations 
and of the new Soviet tactics. 

4. The immediate problem facing the nations in the North Atlantic 
Treaty community is to develop agreement among themselves on the 
policies to be advanced in the forthcoming summit meetings. Nothing 
would be more gratifying to the Soviet Union than to dez ul with coun- 
tries that are allied inname but not in policy. 

5. The long range problem for the western world is to counter the 
Soviet offensive in its penetration of the underdeveloped countries. 
These nations may not necessarily be won over to the West but it is 
clear that without any adequate encouragement from the West they 
will be lost. The approach should not be one of humanitarianism or 
condescension. It should be one of partnership in which each group 
stands to gain political and economic advantages. 

6. The fact that the Soviets are giving less publicity to their mili- 
tary might does not mean that the Soviet military menace has di- 
minished. Evidence gathered by the study mission indicates that it is 
more formidable than ever. 

It is not the function of Congress to detail the course of our foreign 
policy. But it is the responsibility of Congress and its committees to 
point up deficiencies and to make recommendations based upon its 
own appraisal. This the study mission has done. It has highlighted 
some policies that it believes should be reexamined, new issues that re- 
quire executive and legislative determination, and areas of adminis- 
trative and legislative ‘weakness that should be strengthened. 


SUPPLEMENTARY STATEMENT 
(By Chester Bowles) 


While signing the study mission’s report, and while approving it 
in general, “I wish to add this overall statement of my own. After 
lengthy briefings and extensive conversations in seven European capi- 
tals, I have come to the conclusion that Europe is unmistakably enter- 
ing a new era of change. At the moment I am equally convinced 
that the United States is not assuming anything like the role of effec- 
tive leadership which. is required of us if this new era is to be a fruit- 
ful one for ourselves and for other free nations. 

Indeed I am deeply worried over the ironic image which America 
is so often presenting to the world at the beginning of this fateful 
decade of the 1960’s: I mean our national] timidity in the face of all 
our past achievement, our national hesitation in the face of all our 
latent capacity, our national self doubts in the face of all the unfold- 
ing possibilities ahead of us. 

We are the one nation on earth which has solved its food production 
problem, and now we are frightened over our food abundance. We 
have proved our capacity to out-produce all other nations industrially, 
but we are terrified over the implications of further labor saving 
machinery at home and over Soviet scientific achievements abroad. 

For a decade or more we have been steadily striving to help other 
free nations develop their economies, and now that they are beginning 
to do so, we are apprehensive over that very fact. Despite our recent 
relative lag in economic growth, we have a gross national product of 
nearly $ $500 billion a year. Yet we are so fret ful over our new balance 
of payments problem that we are susceptible to arguments for restric- 
tive policies in trade and aid. Instead - welcoming the massive 
economic competition with which the U.S.S.R. now threatens us, and 
for which by history and nature we should be highly equipped, we 
sound tired and pessimistic in advance of the struggle. 

I am convinced that historians of the future will look back in 
amazement at these ironies in American policy in mid-century. I 
also hope and believe that the same historians will be able to say that 
around the year 1960 we Americans began to catch hold of ourselves 
once more, began to grasp the full dimensions of the evolving chal- 
lenge facing us, and began to meet it with all the sensitivity, inventive- 
ness, and perseverance of which we are capable. 
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LETTER OF TRANSMITTAL 


JANUARY 11, 1960. 
Hon. Epona F. Ketry, 
Chairman, Subcommittee on Europe, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 

Dear Representative Keviy: I am pleased to transmit herewith a 
copy of the report on “A Study of European Economic Regionalism— 
A New Era in Free World Economic Politics.” This report reflects 
the views of Representative Gallagher and Representative Bentley, 
as well as myself. It is submitted for the information of the Sub- 
committee on Europe, the Committee on Foreign Affairs, and the 
Congress. 

I appreciate the many courtesies and the fine cooperation which 
you have extended to me and my associates in making possible this 
study mission to Europe and the preparation of this report. 

Sincerely yours, 
Frank M. Corrin. 





A STUDY OF EUROPEAN ECONOMIC REGIONALISM—A NEW 
ERA IN FREE WORLD ECONOMIC POLITICS 


I. Iyrropucrion 
A, THE SUBJECT MATTER OF THIS STUDY 


A study mission of the Subcommittee on Europe of the Committee 
on Foreign Affairs of the House of Representatives is submitting this 
report to describe recent economic movements in Europe, and their 
implications for the United States. These movements are roughly 
described by the term “regionalism.” They are also described by the 
dual concept of “economic politics,” since motivating forces consist 
of both political and economic elements. 

The initial focus was the European Economic Community,’ com- 
monly referred to as the Common Market, established by the Treaty 
of Rome on March 25, 1957. This is a multilevel association of the 
six European nations—West Germany, France, Italy, Belgium, the 
Netherlands, and Luxembourg. On the level most understood, the 
association seeks to establish a common market by creating a customs 
union. This union would eliminate tariffs and quantitative restric- 
tions among the six members, and would establish a common external 
tariff and commercial policy toward nonmembers. Other levels of 
association charted by the Rome Treaty go far beyond a customs union. 
They include a common agricultural policy; a common transport 
policy; the free interchange of capital, labor, and services; the asso- 
ciation of overseas territories of members (i.e., the Belgian Congo and 
the French Community) ; the setting up of certain ground rules de- 
fining “fair” competition ; the “harmonizing” of wages, social benefits, 
fiscal and monetary policy; and the creation of institutions, including 
a social fund to assist in the training and transfer of workers, a Euro- 
pean Investment Bank to make loans to industries in underdeveloped 
areas, and the bureaucracy of the Community itself. 

When and if all these objectives are achieved, the six members will 
have traveled far along the road to federation, if not unity. In the 
meantime, even their initial steps merit the closest attention. 

A second focus is provided by the very recent convention approved 
at Stockholm on November 20, 1959. This creates a European Free 
Trade Association composing the United Kingdom, Norway, Den- 
mark, Sweden, Switzerland, Austria, and Portugal. This association 
proposes to eliminate tariffs and quantitative restrictions among the 
member nations using the same steps and the same time schedule as the 
Common Market. Unlike the Common Market, however, there is 
little or no structure connected with the association—no “harmoniza- 


1 See map, App. A. 41 
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tion,” no common external tariff, no separate institutions. The very 
fact that the agreement was in the form of a convention rather than 
a treaty indicates that it is more limited and narrower in scope than 
the Common Market agreement, although conventions and treaties 
have the same force. 

These two groupings set up a tension which is itself a third focus of 
study; namely, the prospects and problems involved in bringing 
them together, in “building a bridge.” 

Finally, there is the impact of these separate movements, of their 
reconciliation, and of a possibly united European economy on the rest 
of the free world. 

These aspects of European economic developments are the subject 
matter of this study. 

In the text that follows, the terms “Common Market,” “the Six,” and 
the “European Economic Community” (or EEC) will be used inter- 
changeably. The terms “Outer Seven” and “European Free Trade 
Association” will also be used interchangeably, with the term “Eu- 
ropewide Free Trade Area” being used to describe the proposed asso- 
ciation of all European nations. Finally, when “Europe” or “West- 
ern Europe” is referred to without specification, it shall, for purposes 
of reference in this context, be understood to include the United 
Kingdom. 

B, SIGNIFICANCE OF THE PROBLEM AREA 


1. Political significance of the European Economic Community (the 
Common Market) 


The Treaty of Rome, establishing the European Economic Com- 
munity, may well prove to be a historic fact of the magnitude of the 
United States Constitution and the Charter of the United Nations.? 
As has been the case with both of these documents, the vitality and 
extent of the newly created organization will depend on how the pro- 
visions are interpreted and carried out. The United States saw its 
centripetal forces mobilized through Hamilton and articulated 
through Chief Justice Marshall. The United Nations has too often 
seen its centrifugal forces dominate through use of the veto. Which 
force will prove dominant in the European Economic Community is 
a basic question to be resolved in the coming few years. 

Already, however, there is substantial political significance in the 
new association. The following observations seem to be justified by 
recent history : 

(a) Progress toward “Europeanism.”—The sentiment and drive for 
Pan-Europeanism have found a vehicle, although a limited one, in the 
Common Market and other developments. The movement toward 
European integration has resulted to date in the close association of 
the Six (the EEC), the looser association of the Outer Seven, the 
possible affiliation of Finland with the European Free Trade Associa- 
tion, the exploratory discussions of association of Greece and Turke 
with the Common Market, and the present noninvolvement of Iceland, 
Ireland, and Spain. Notwithstanding this fragmentation, disciples 





2Some observers liken the customs union beginning of the Common Market to that of 
the Zollverein, established in 1834, which was to weld such principalities as Prussia, 
Bavaria, Wurttemberg, ae Hanover, Brunswick, Hamburg, Bremen, Hess-Darstadt, 
Hesse-Cassel, Sachs-Weimar, den and others into the unity that was to become the 
Prussian State, 
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of Pan-Europeanism point out that the fragments are large and may 
well be building blocks for a larger integration to follow. 

The dedication of many Europeans to a more significant, less divi- 
sive, more cohesive Kurope should not be underestimated. This dedi- 
cation springs from a feeling, drawn from the experience of the two 
World Wars and the Suez crisis, that Europe divided is self-defeat- 
ing, but that Europe united can be significant, even in comparison with 
the Soviet Union and the United States. The term “third force” is 
sometimes used to describe the objective, although most Europeans 
with whom the study mission talked spoke not in terms of neutrality 
but of mature partnership with the West. 

(6) West German-French rapprochement.—The most spectacular 
political result of recent developments in Europe is the extent to which 
the historic enmity between West Germany and France has disap- 
peespe. This is not merely, in the opinion of the study mission, a re- 

ection of the personal motivations, values, and attitudes of Chancellor 
Adenauer and General de Gaulle. It reflects also a conscious effort 
by the people, w .o have suffered much in the two World Wars, to pre- 
vent continued | ostility between the two nations and an eagerness to 
follow the path c permanent reconciliation. 

The Common arket has derived much of its impetus from this 
French-German cesire for lasting rapprochement. It has recom- 
mended itself to leaders of both nations as an instrument far more 
durable than a “scrap of paper.” ‘This political objective has also 
been in the forefront of U.S. policy, which has consistently supported 
the creation of the Common Market. 

(c) Western orientation of West Germany.—Closely allied with the 
objective of a French-German rapprochement has been the desire of 
Chancellor Adenauer and other German leaders to link West Ger- 
many with the other nations of the West. Cooperation in the North 
Atlantic Treaty Organization has been one manifestation of this pol- 
icy. Entry into the European Economic Community, with all of the 
economic bonds that will probably develop, is another concrete step 
in this direction. 


2. Economic significance of the European Economic Community 

A complete discussion of economic significance cannot be under- 
taken in this introductory section. All that is intended at this point 
in the report is an outline of the dimensions of this significance. 

(a) Size of the Common Market.—The statistic most frequently used 
to indicate the economic potential of the Common Market is the popu- 
lation figure of 165 million—‘almost the size of the United States.” * 
This is, according to the General Agreement on Tariffs and Trade, 57 

ercent of Western Europe’s population. The active working force 
in 1957 was 73 million, compared with 70 million in the United States. 
Stee] production was three-fifths that of the United States in 1957. 


* Bulletin from the European Community, “Special Trade Fair Issue,” May 1959, p. 1. 
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The six nations collectively are the world’s largest importer. They 
are the world’s second largest producer of automobiles, steel, and 
(with the Soviet Union) of coal. The raw and strategic materials 
which the six nations and the associated territories possess, including 
newly discovered oil and gas, are undefined in extent but, to say the 
least, impressive. 

The gold reserves and dollar holdings of the group as of June 30, 
1959, were as follows: 


IIR Chose Li clio deca estan ets beh are ups l ice $1, 517, 000, 000 
hil dali ehcp eel hte deck beter soathan dbl ctehslahensdeghinbcheigosa 1, 615, 000, 000 
SE nc cncnieeeceprencnavinasinminernanevenngih iaiainchhbish dnbbibindh bbaabblbkedssvidy 4, 179, 000, 000 
eee eect I ince ninaiitnsenitl eaiaese ha ceuiannt 2, 722, 000, 000 
I a a 1, 649, 000, 000 

FON 6 Js Oo eh ek * 11, 682, 000, 000 


The relative importance of the “Six” to Western Europe as a whole 
is shown by the following table: ® 


{In percent of Western Europe totals] 


etn NR GN FE TI I iad tn ccncesenspchenatieenssenieotnmmelndmtnemetenpeiees 60 
Manufacturing, value added (at 1953 prices) _.-.----------------- 60 
Agriculture, value of production (current prices) _.--..-.---.--------.- 63%, 
Investment in machinery and equipment (at 1954 prices) ...----..---_. 62 
Value of imports, f.o.b. (current prices) ...........-.....-..--...-..... 50 
WREO GP SEOEER, ZOD: COMETOIE WENGE) oncitcceietiee en ieriowein densi m bare 54 


While many other statistics could be cited, it is safe to say that 
“the economic mix” making up the Common Market is a powerful 
combination of capital resources, labor, management skills, production 
potential, raw materials, and consumption capacity. 

(6) Prospective growth within the Common Market.—There is, 
however, more to the Common Market than the ingredients making 
up the “mix.” To these must be added remarkable factors. In the 
first place, the recorded growth rate is most impressive. Taken 
collectively, the Six Nations increased their gross national product 
(at 1954 prices) between 1950 and 1957 by 48 percent.’ This amounts 
to a growth increment each year of about 6 percent compared with a 
figure of 3 to 4 percent in the United States during the same period.* 

Comparative growth rates by European nations are shown in the 
table on the following page.° 





* See following table: 

Imports of Common Market countries, 1957 : 
Total imports of Common Market countries in 1957_.....--____ $23, 404, 000, 000 
ee SIGE BR ai nnetddadculedtebicdancchdmiinbaacadttan< 108, 377, 000, 000 


Common Market countries’ imports represented 21.6 percent of world imports. 


Imports of Common Market countries, 1958 : 
Total imports of Common Market countries in 1958______________ $22, 861, 000, 000 
I SIN Fs” I csc ih haictechipdsinhc tn hom mate cairo dehccge enialpeciem heen Gabe 100, 713, 000, 000 


Common Market countries’ Soporte rere resented 22.7 percent of world imports. 

(Source: Legislative Reference Service, Library of Congress.) 

5 Federal Reserve Bulletin, November 1959, vol. 45, No. 11, p. 1435 (preliminary figures). 

* GATT, rade Intelligence Paper No. 6, “The Possible Impact of the European Com- 
munity * * Upon World Trade,” December 1957, p< 

7 De qrtment of State Publication 50. p en United States and the European Common 
Market,” John A. Birch, September 1959 

*The Staff Report on Employment, Ea Sin, and Price Levels, prepared for the Joint 
Economic Committee, December 24, 1959, p. 19, cites the growth of the U.S. gross national 
product between 1953—59 as 2.5 percent. 

® GATT, Trade Intelligence Paper No. 6, p. 3. 
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[Percent increase from 1950 to 1956] 


Volume of 
Value of Value of manufactur- 
imports exports ing produe- 
tion 
iran A IIIEE, «sca Ieee niesepeen/alaoghgesiilidianserssecsetditoaorapint>- aaa 67 91 37 
a loeb 16 db§ hs Dida eh nc a dsbhentdad 84 51 49 
Federal Republic of Germany --...........................-.- 146 271 101 
MI dé Sadubiide abs rotbolundiddcsasstecduddchaebh ctdldddddec 113 53 
Te SE, on a adulcixcaidsemndsdbaniimidancummuatnieen 80 137 43 
nn ae ee eee 99 116 72 


Rest of Western Burope. ann os Dn ose sweden disscee > 55 57 26 


This is only the story of recorded growth. There is every expecta- 
tion that this growth will accelerate as the market becomes truly 
“common.” Firms are expanding, merging, and developing “under- 
standings” in order to take advantage of their new huge market, 
where restrictions will ultimately disappear. Foreign firms, from 
the United States, the United Kingdom, and elsewhere, are establish- 
ing mass production plants. Investment in Common Market countries 
had by 1957 increased to over 160 percent of the 1950 level, compared 
to a U.S. increase to something under 120 percent of the 1950 level.” 
According to GATT, the Common Market gross national product, by 
1973-75, will be almost double the 1953-55 average, while for the rest 
of Western Europe it will have increased by 67 percent." 

Along with the expected growth in gross national product and in 
investment, there is the certain prospect of increased purchasing 
power. Even between 1950 and 1956, the ratio of passenger cars to 
people more than doubled in Common Market countries. Private 
consumption in all goods rose by over one-fourth.’? Growth of con- 
sumption will accelerate as the Common Market becomes more of a 
reality. 

(c) T mpact on other countries—Given an economic entity of the 
present and potential capacity of the Common Market, and assuming 
successful development along charted lines, other nations and groups 
of nations will be substantially affected. It is generally agreed that 
all nations in the Community will be better off in the immediate fu- 
ture and in the long run. The immediate impact on nonmember na- 
tions is expected to be adverse and the ultimate impact is not yet 
clear. Later in this report an attempt will be made to indicate the 
nature of these impacts on the following nations and groups: 

(1) The Six, the Seven, and other European nations. 

(2) The United States. 

(3) Underdeveloped and newly industrialized countries. 
(4) Eastern European countries. 


3. Significance of the European Free Trade Association (the Outer 
Seven) 

The most recent major event in European economic politics at the 

time of submitting this report is the agreement on the Stockholm Con- 


10 “The New European Market—What It means to U.S. Business,’’ Chase Manhattan 
Bank, July 1958, p. 11. 

u GATT, op. cit., p. 27. r 

12Chase Manhattan Bank, op. cit., p. 12 (based on U.N. Statistical Yearbvok). 
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vention linking together the United Kingdom, Norway, Denmark, 
Sweden, Austria, Switzerland, and Portugal in a European Free Trade 
Association. This Convention differs from the Treaty of Rome dra- 
matically in that it does not look toward increasing integra- 
tion of the policies of the member countries, and does not create sepa- 
rate institutions. It shares with the Treaty of Rome the aim of elimi- 
nating tariffs and quotas within the groups, and the same time sched- 
ule. ‘Being a free trade area rather than a customs union (which is 
one of the features of the Common Market), it makes no provision 
for a common external tariff, but allows each member to keep its 
autonomy in setting its own tariffs against nonmembers. 

The Outer Seven came into being as a “second best” step, following 
the collapse of negotiations in December 1958, looking toward a Eu- 
ropewide free trade area. One incentive was to establish a grouping 
which would soften the adverse impact of the Common Market. The 
other incentive was avowedly to create a vehicle which would facilitate 
an ultimate coming to terms with the Common Market. The Outer 
Seven is not so powerful an economic unit as the Six, with the United 
Kingdom having 60 percent of the population of the group and a 
predominant share of the income, and with such nations as Denmark, 
Austria, and Switzerland having very substantial trade with their 
neighbors in the Common Market. Nev ertheless, it is a substantial 
economic bloc, having 90 million people, the resources of the British 
Commonwealth, a total national income about two-thirds the size of 
that of the Common market, and a combined export-import trade 
almost three-fourths as large. 

It is impossible at this time to say that creation of the Outer Seven 
will, on the one hand, harden the lines of division of Europe, or, on 
the other hand, ease the way toa “bridge” or modus vivendi between 
the two groups. It is fair to say, however, that the intent of the 
sponsors is to work toward the second goal. There are certain 
favorable conditions auguring well for this effort: the absence of an 
earlier suspicion that one motive behind a Europewide free trade area 
was the aborting of the Common Market; the pressures from within 
both groups to seek “bridges”; and the identity of time schedules on 
tariff and quota changes. The final necessary ingredients would 
seem to be a continuing level of general prosperity in both areas, 
and concrete actions in the direction of lowering external trade 
barriers. 


4. The present state of European unity 

The visitor to Europe is confronted with a dilemma. He sees a 
Europe that has more of the apparatus of unity than has existed since 
the days of the Holy Roman Empire. When he shows concern over 
the state of European unity, he receives the sophisticated response : 
“How can you speak of a ‘divided’ Europe when it has never been 
united?” The apparatus of unity includes the Organization for 
European Economic Cooperation (which was formed to administer 
the highly successful Marshall plan and has more recently served as 
midwi the to convertibility), the European Economic Community (the 
Common Market), the European Pree Trade Association (Outer 
Seven), Euratom ( the European Atomic Energy Community), the 
European Coal and Steel Authority, the European Parliament, the 
Council of Ministers, and NATO itself. A partial catalog of or- 
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ganizations oriented toward achieving European unity includes 67 
separate groups in the following fields: intergovernmental and su- 
pranational, 12; ** political, 14; economic, 6; social and religious, 2; 
educational and cultural, 34; professional, 2; miscellaneous, 3. ‘The 
literature on the subject is, of course, enormous. 

Notwithstanding all this, the present state of European unity, as 
has been noted, is one which can Be described as either fragmented or 
at the subassembly stage, as either mobilized disunity or an approach 
tounity. The future holds the answer. 

The threats are twofold. The first is that economic lines may 
harden, that vested interests in the existing fragmentation may de- 
velop, that discrimination by each bloc toward “outsiders” may carry 
political overtones and that such broad groupings as NATO and 
OEEC may be eroded into feeble skeletons of their former organisms. 
The opposite danger is that, in the arduous process of struggling and 
achieving a wider economic unity, the nations of Europe may so con- 
centrate on ironing out differences among themselves that even broader 
considerations are neglected, such as the need to join constructively 
in the common defense, the need to join in a cooperative free world 
undertaking in the field of aid to underdeveloped nations, the need to 
stabilize foreign exchange earning and income of raw material pro- 
ducing countries, and the need to move toward fewer restrictions on 
trade within the free world. 

It will require both understanding and determination on the part 
of the European nations, the United States, and other free world coun- 
tries to avoid both dangers. It is the judgment of the study mission 
that the formation of the two economic groupings in Europe can rep- 
resent a substantial step toward, and consistent with, a strong and 
unified Europe playing a more vital role in free world development. 
It is essential, however, that the present achievements be recognized by 
all concerned as steps in a major transition. 


5. Importance to the United States 

From what has been said above about the size of the European Eco- 
nomic Community, its present and potential capacity, and its rapid 
rate of growth, it is obvious that the United States will be affected in 
many ways. The organization of the Outer Seven into a free trade 
area, although comprising a smaller population, is also a formidable 
economic grouping. Finally, the terms on which the two groups 
build their bridge to each other, if they do, are full of implications for 
the United States. 

In this introductory section, only the areas of impact will be noted, 
with a more detailed discussion to follow. 

(a) Competition with U.S. exports in Europe.—As restrictions 
within each bloc are removed, and mass markets of 165 million and 90 
million stimulate more efficient production and distribution, some 
U.S. exports will face increasing competition. 

(6) Increased consumption in Europe.—Along with increased eco- 
nomic activity in Europe will come increased purchasing power and 
increased consumer wants. By 1975 consumption per capita will 
approach $1,400.** This will lead to increased opportunities for U.S. 


3 This eens is included in the appendix (App. B). 
“Stanford Research Institute, “The Buropean Common Market,” Report No. 3, De- 
cember 1958, p. 1. 
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exports, particularly in fields where research, design, and raw ma- 
terials give U.S. products an advantage. This assumes price levels 
that will be attractive to the European consumer. Inasmuch as Eu- 
rope is not self-sufficient in its food and raw materials, it should, 
in its own economic interest, be a substantial importer. For example, 
even at present levels, Western Europe as a whole, in 1953-55 ac- 
counted for 42 percent of the world’s imports, compared to 19 per- 
cent for North America.”® 

Opportunities will be greatest at the outset in semimanufactures, 
raw materials, and capital goods equipment. The increased market 
for finished manufactures will probably not be dramatically realized 
for several years. Moreover, to the extent that Europe imports from 
primary producing countries will such countries in turn be a better 
—— US. goods. Their dollar shortage could be progressively 
relieved. 

The extent to which the United States can look to Europe for in- 
creasing markets will depend on the external tariff to be set by the 
Common Market, the levels of tariffs of the Outer Seven countries, the 
extent to which quotas are enlarged or removed, the extent to which 
other policies having a trade impact are liberalized and the rate of 
increase of the real income of these blocs. The Geneva negotiations 
under GATT beginning in 1960 will determine these factors. These, 
in turn, will depend to a substantial extent on the general and the 
specific positions taken by the United States. 

The common external tariff will cause shifts in U.S. export patterns. 
Tariffs in both France and Italy will be lowered to conform to the 
common level, while tariffs in the Benelux countries will be increased. 
The result will be to stimulate exports to France and Italy and burden 
exports to Benelux. 

(c) Competition in third countries.—As the Common Market pro- 
gresses, and as firms in the Outer Seven countries gear up for a wider 
market, Europe will be an increasingly able competitor in world mar- 
kets. Here again the net effect will depend on many factors, such 
as productivity, design, and possibly increased purchasing power re- 
sulting from increased purchase of raw materials by Europe. 

(d) Competition in the U.S. market.—The U.S. market will con- 
tinue to be attractive for European firms. With increasing productive 
capacity in Europe, better terms of delivery and access to ready 
financing, and a greater range of products, increased competition will 
take place. Distribution and servicing systems will, Soares. be 
prerequisites for any large scale foreign penetrations. 

(e) U.S. investment in Europe—The past few years have seen in- 
creasing investment by U.S. firms in iieee. Between 1950 and 
1958, U.S. direct investment in Common Market countries increased 
more than 21% times to over $1.7 billion.* Although precise figures 
were not obtained by the study mission on the number of firms which 
had located in the Common Market since January 1, 1958, the accel- 
erating pace of direct investment is indicated later in this report. The 
major incentive is for firms in manufacturing and petroleum process- 


18 GATT, op. cut. > 7s 
16 Report of the Joint Economic Committee on Employment, Growth, and Price Levels, 


op. cit., p. 469. 
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ing to protect their existing markets and be in position to share in- 
creasing markets by establishing themselves behind the common tariff 
wall. Between 1950 and 1958, U.S. direct investment in the United 
Kingdom more than doubled, reaching a figure above $2 billion. This 
was greater than direct investment in the Six Common Market coun- 
tries although the rate was substantially smaller. 

The study mission felt that the economic incentive for investment 
in Europe is such that existing inducements, such as special tax ad- 
vantages, should be eliminated. Even Europeans expressed amaze- 
ment that the United States should, under present conditions, con- 
tinue a policy of tax incentives for such investment in highly 
developed industrial countries. 


C. IMPORTANCE OF GREATER UNDERSTANDING IN THE UNITED STATES 


1. Purpose of this study 

The study mission has pursued the objective of observing, record- 
ing, and interpreting the recent economic developments in Europe so 
that Members of Congress and the American public might obtain a 
better understanding of the contemporary ada economic world 
for which new attitudes and policies will be required. 

The study does not purport to be a technical one, although technical 
sources have been used as fully as possible. 

The mission has endeavored to carry out, as competently as it could, 
the vital congressional function of the acquisition and presentation of 
knowledge which should serve as the basis for future policy decisions 
by the appropriate committees and the membership at large. It rec- 
ognizes that many of these policy decisions come under the jurisdic- 
tion of a number of committees, such as the Committees on Ways and 
Means (for tariff and tax legislation), the Committee on Agriculture 
(for agricultural legislation and Public Law 480), the Committee on 
Banking and Currency (for legislation relating to depressed areas and 
industries), the Committee on Labor and Education (for legislation 
in the field of minimum wages and labor-management relations), the 
Judiciary Committee (for legislation on antitrust laws), the Commit- 
tee on Appropriations (for appropriations, for census data, depressed 
areas programs, Employment Security Commission, etc.), and other 
committees whose action can be vital in the area of international eco- 
nomic relations. In addition, the Joint Economic Committee has the 
obligation of collecting vital information in this area. But the Com- 
mittee on Foreign Affairs has, as its first function, the broad obliga- 
tion to take an interest in “relations of the United States with foreign 
nations generally” (rule XI, sec. 7a, Rules of the House of Repre- 
sentatives). 

Pursuant to this function, the study mission, composed of members 
of the Subcommittee on Europe, has tried to do its work of observing, 
reporting, and interpreting in such a way as to be of use to the other 
committees. 

2. Extent of technical literature 

Even though the Treaty of Rome is not yet 3 years old, the litera- 
ture on the subjects of a wide European free trade area, the Common 
Market, the “Outer Seven,” and European economic integration in 
general is already vast, and still growing at a vigorous rate. 
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The study mission, being composed of “generalists” rather than spe- 
cialists, deems that its function in this report is not to pose as experts, 
but to present to the committee, the Congress and the interested lay 
reader its impressions. It submits also a current bibliography, pre- 
pared by the islative Reference Service of the Library of Congress 
(Appendix C). 

8. Extent of congressional activity in this area 

The study mission wishes to pay tribute to the prior activities of 
Congress in this new field. Within the knowledge of the mission 
there have been five occasions of congressional interest in the area of 
this study. 

The first study was made in 1953 by a Special Study Mission on 
International Organizations and Movements of the Committee on 
Foreign Affairs and was printed as H. Rept. 1251 of the 83d Congress. 

The second is to be found in the Compendium of Papers on U.S. 
Foreign Trade Policy published in 1958 by the Committee on Ways 
and Means, which includes a State Department analysis at pages 361- 
377, and an analysis of implications by Prof. Gottfried Haberler at 
pages 477-481. 

The third is a report on “Conferences in Western Europe” by 
the Joint Economic Committee, published in January 1959, contain- 
ing valuable data on economic conditions in six European countries. 

The fourth congressional contribution to this subject is contained 
in part 5, pages 889-1066, of the hearings of the Joint Economic Com- 
mittee conducted in 1959 on employment, growth, and price levels. 
Although part 5 is devoted to the general subject of ’International 
Influences on the American Economy,” considerable emphasis was 
given to the Common Market. 

The fifth study concerned Western European policy and was 
prepared in 1959 by the University of Pennsylvania for the Foreign 
Relations Committee of the Senate. 


4. Importance of public understanding to U.S. policies 

The simple conviction of the study mission is that the security of 
the United States and its values in the world depend on three vari- 
ables: what the United States does; what its friends do; and what its 
adversaries do. Much emphasis has been placed—though perhaps 
not enough—on what the United States can and should do. There 
has been much attention paid to what our Sino-Soviet adversaries 
are doing and will do. There has been all too little focus on what 
our friends are doing, the implications of what they are doing, in 
what directions they can move in the future, and what role the United 
States must play if present activity and future decisions are to make 
a maximum contribution to a strengthening of the free world. 

This kind of understanding requires more than a recognition that 
free Europe has substantially recovered from the devastation of 
World War IT and that the time has come for complete removal of 
all dollar restrictions on imports, for removal of most quotas, and 
for a larger European involvement in aiding underdeveloped coun- 
tries. If this is the sum total of U.S. understanding of the implica- 
tions of economic conditions in Europe, it is inadequate. 

This view is inadequate because it is static. It accepts the balance- 
of-payments problem as it exists today, without assessing the ultimate 
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opportunity of an economically dynamic Europe working in harness 
with an economically dynamic United States to combat common 
perils and enlarge the gains of the free world. 

The deeper understanding needed by the United States—not only 
by the policymakers in Government but by business, labor, and the 
public—is that a Europe which for the first time is modernizing its 
economic apparatus and traditions can, if wisely oriented, prove to be 
an immense force for stability, economic progress, and encouragement 
throughout the world. 

Europe’s wise orientation, however, cannot be expected to develop 
automatically. It will develop in an economic arena where a positive 
force is the United States itself. A net gain for the free world, for 
nations which can have a big stake in the free world, and for the 
broad policy objectives of the United States, will depend on the con- 
structive, sustained, and intelligent interaction of Europe and the 
United States. : 

This involves, on the part of the United States, a “sea change” in 
its approach to trade and the domestic economy. Solutions of tariff 
and quota problems, critical conditions in particular industries, and 
the maximizing of productivity must take place within the framework 
of a free world in which there are many able trading partners. The 
United States must first make a basic commitment to this kind of a 
free world. The commitment, to be a real one, must reflect an informed 
and deliberate public opinion. Once made, certain policies will fol- 
low, not only in tariff matters but in the domestic area. Given such 
a commitment by the leadership and the people, the questions of the 
future will not revolve about the philosophy of trade—whether a more 
or less “liberal” Trade Agreements Act will be passed by a particular 
Congress—but about hard bargaining on particular items, depending 
on the facts of each case. 

It is to attempt to relate the significant changes in Europe’s eco- 
nomic scene to the need for such an understanding in the United States 
that this report is submitted. 


D. METHODS USED BY THE STUDY MISSION 


1. Preparatory briefings and interviews 

During the summer of 1959 the study mission prepared for its visit 
to Europe through reading available materials and talking with per- 
sonnel in the executive branch, U.S. lawyers and businessmen with 
interests in the European scene, and visitors from abroad. The Sep- 
tember meetings of the World Bank and International Monetary 
Fund in Washington provided an agpertinte to meet with individual 
government officials and bankers from England, France, Denmark, 
Germany, Switzerland, Austria, and Greece. 
2. Scope of European field trip 

The major effort of the study mission was a trip to six countries 
between October 1 and October 28, with discussions at Paris, Copen- 
hagen, Bonn, Rome, London and five other English and Scottish cities, 
and at Brussels, the temporary headquarters of the European Eco- 
nomic Community. 
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In all there were some 87 conferences with over 270 government 
officials, bankers, businessmen, economists, labor leaders, journalists, 
Common Market officials and officials active in the Outer Seven. Notes 
were taken of most conferences, which are the basis of the survey of 
country attitudes presented later in this report. In accordance with 
the understanding at the time, no comments are attributed to individ- 
uals or departments of government. ‘The study mission was given the 
fullest cooperation in each country visited. 


3. Use of staff consultant of Joint Economic Committee 


Through the courtesy of Senator Paul Douglas, chairman of the 
Joint Economic Committee, one of that committee’s economic consult- 
ants, Dr. Padraic Frucht, was made available, during the field trip 
phase, to one of the study mission members who also serves on the 
Joint Economic Committee. This arrangement served a double pur- 
pose since Dr. Frucht was able to be of service to the study mission 
while gathering material which will be of use in the preparation of a 
staff study on international trade for the Joint Economic Committee. 

In the opinion of the study mission, this arrangement was an 
effective example of mutually helpful committee cooperation. 


4. Use of technical studies 

While many individuals and organizations have produced mate- 
rials which were helpful to the study mission, special appreciative 
reference should be made to the following groups for their generosity : 
The Secretariat of the General Agreement on Tariffs and Trade, the 
Organization of European Economic Cooperation, the European 
Economic Community, the United Nations, and the Department of 
State. 


II. European Economic Po.itics Since Worip War II 


A. NEED FOR HISTORICAL BACKGROUND 


Contemporary economic developments in Europe can be understood 
only against the backdrop of economic and political events which have 
occurred during the past dozen years. Only with such a perspective 
does the formation of the European Economic Community become 
credible. Even the looser association of the Outer Seven would appear 
to be a radical achievement in cooperation, without knowledge of the 
prior strenuous strivings toward Europewide cooperation. And 
the future possibilities for Europe could not be intelligently discussed 
without recognizing that the postwar climate has been one of un- 
precedented cooperation. It has fluctuated between coordination of 
data and policies and pure supranationalism, but the basic premise of 
cooperation has gained increasing acceptance. 


B. EVENTS PRECEDING THE TREATY OF ROME 


A brief summary of highlights on steps toward economic integra- 
tion in Europe is included in this section. A more detailed chronology 
is to be found in the appendix (Appendix D). 

Before World War I, Western Europe enjoyed a degree of effective 
economic coordination despite the large number of separate nations, 
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the diversity of languages, the existence of tariffs with divergent rates, 
and restrictions on the movement of labor. The international gold 
standard was nearly universal, quantitative restrictions on trade were 
few and limited, governmental controls were almost negligible, and 
there was considerable mobility of capital and business enterprise. 
Many of the benefits resultant from the absence of controls on trade 
before 1914 were lost through two World Wars and the intervening 
worldwide depression. At the end of World War II, the world was 
faced with widespread government controls in the economic sphere, 
nationally managed monetary systems, a wide prevalence of quantita- 
tive restrictions on trade, and a multiplicity of bilateral arrangements. 

The general breakdown of the prewar European system in the after- 
math of World War II left Europe facing four major problems which 
leading European statesmen felt could be solved only through unifica- 
tion. These were (1) How to revive their economies from near col- 
lapse, which many attributed not solely to wartime destruction and 
disruption but also to the stifling effects of narrow markets and rigidly 
protectionist systems; (2) how to cope with the growing Soviet threat, 
political and military ; (3) how to reintegrate Germany into the Euro- 
pean Community; and (4) how to find a new basis for restoring 
Europe to a position of strength. The resulting urge for unification 
expressed itself in various political, military, and economic moves. 

For many years a pilot project in economic integration had been 
in existence with the Belgium-Luxembourg customs union dating from 
1921. This had been enlarged by the addition of the Netherlands in 
1944. Within this union, g goods, persons, and capital freely circulated. 

It required, however, the dramatic initiative of General Marshall’s 
address at Harvard in June 1947 to galvanize action. It made the 
historic gesture of offering massive aid in rebuilding Europe, if 
European countries could, “by pioneering in economic cooperation, 
chart the outlines of their rehabilitation. By July, 16 European 
countries had established a Committee for European Economic Coop- 
eration to chart such a program. 

In April 1948, 14 European countries had formed the unprecedented 
Organization for European Economic Cooperation, OEEC, to admin- 
ister Marshall plan aid. As shall be seen, this organization was con- 
structed with enough latitude to allow it to take on new tasks to meet 
new needs in trade liberalization, monetary stabilization, and con- 
vertibility. It was not an organ possessing supranational powers. 
Its force derived from its gradually achieved status as a factfinding 
body and forum where fr iendly discussion and examination of poli- 
cies could take place. 

By 1949, the OEEC-sponsored program of elimination of quantita- 
tive restrictions began to take shape. The same year saw an abortive 
attempt by France and Italy to form a customs union. The “mix” 
was not appropriate ; the two economies were too similar, not comple- 
mentary. The Treaty of Paris was signed but never implemented. 

In 1950, three significant events occ urred : The proposal by M. Rob- 
ert Schuman for a coal and steel community; the OEEC decision to 
establish the European Payments Union (EPU) ; and the proposal of 
M. Rene Pleven for a European Defense Community (EDC). 

The year 1951 saw formation of a common market in coal and steel by 
the present members of the European Economic Community. This was 
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even more than a common market. ‘It was truly supranational, having 
power to levy its own taxes. The practical limits to its supranational 
powers, however, were demonstrated in 1959 when the national gov- 
ernments refused to implement a decision of the high authority. The 
significance of the ECSC (European Coal and Steel Community) is 
that it provided another highly successful pilot project in economic 
integration. It made possible both more orderliness and increased 
activity in trade, lowered transport prices, minimized the dislocation 
of progressive elimination of tariffs, and, in the process, gave both 
French and Italian producers confidence in their ability to compete. 

There were also attempts in this period at coordination in agricul- 
ture—the proposed “green pool”—transport, and drugs. 

In 1952 the ill-fated European Defense Community Treaty was 
signed by France, Germany, Italy, and Benelux. 

In 1953 the European Productivity Agency was created within 
OQEEC to stimulate the adoption of modern technology and man- 
agerial methods and approaches in European industry, trade, and 
agriculture. 

But in 1954 the smooth progress toward integration suffered a rude 
shock when the French Assembly rejected the EDC Treaty. Thus 
‘ame to naught an ambitious attempt to create a military and political 
supranational institution. Over 2 years of high hopes and hard work 
had seemingly ended in frustration. A salvage operation was per- 
formed by the formation of the Western European Union 2 months 
later. 

The rejection of EDC, surprisingly, acted only as a stimulus to some 
European leaders. Within a year foreign ministers of the Coal and 
Steel Community countries were meeting at Messina, in June 1955, to 
discuss further steps toward integration. 

By April 1956, M. Paul-Henri Spaak had submitted his influential 
report, which was adopted at Venice in May by the foreign ministers 
of the Six, who agreed to draft treaties for a common market and 
Euratom. 

Ten months later, on March 25, 1957, the Treaties of Rome, estab- 
lishing the Common Market and Euratom, were accomplished facts. 
soth came into effect on January 1, 1958. 

In these developments the United States had played a consistent, 
and sometimes a significant, role. Its involvement is summarized in 
the appendix (Appendix FE). 


C. NEGOTIATIONS FOR A EUROPEWIDE FREE TRADE AREA (THE MAUDLING 
NEGOTIATIONS ) 


The above developments have in retrospect an appearance of a 
linear extension of earlier efforts. Such a conclusion grossly under- 
estimates the diversity of views on ways to achieve integration. The 
major cleavage has been and still is between those desiring only free 
trade and those desiring “free trade plus”—between the functionalists 
and the institutionalists, between the pragmatists and the concep- 
tualists. A clear understanding of the differences in approach em- 
bodied in the Inner Six and the Outer Seven is essential if the future 
is to be appraised with any degree of fruitfulness. Such a clear under- 
standing is obtained through a survey of the ill-fated Maudling 
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negotiations in 1957 and 1958 looking toward a European free trade 
area. 

The historical record of these negotiations has been condensed in 
adequate but succinct detail by Miriam Camps in “The Free Trade 
Area Negotiations,” Occasional Paper No. 2, published April 6, 1959, 
by Political and Economic Planning.” All that should be done in this 
section, in addition to making references to this lucid survey, is to 
sketch the broad outlines of an arduous and futile 15-month effort to 
reach a common ground between the 6 nations of the Common Market 
and the remaining 12 nations of OEEC. 

As noted in the preceding section, in June 1955, the Ministers of the 
six countries forming the European Coal and Steel Community 
agreed, at a conference in Messina, that further steps should be taken 
toward European unity which would call for joint action in the de- 
velopment of atomic energy and ultimately the establishment of a 
general common market among the Six countries. During the dis- 
cussions conducted immediately thereafter by the Spaak Committee, 
a British representative participated, but withdrew when discussions 
centered on a plan of action. The Foreign Ministers of the Six accepted 
the Spaak report as a basis for negotiation of definitive treaties and 
M. Spaak was appointed to direct the negotiations. 

OEFEC then set up a “working party” to study what methods and 
techniques might be adapted to bring about agreement on a customs 
union that would be acceptable to the Seven and thus create one com- 
mon bond of unity between the Six and the other nations in the 
OEEC. This committee was established in July 1956. 

The results of the committee’s deliberations were contained in a 
report of January 1957 declaring that a free trade area was “tech- 
nically possible.” This was followed immediately by a British white 
paper outlining the form a free trade area should take. The OEEC 
then turned to the problem of how “technically possible” arrangements 
could be worked out in the context of a 17-nation agreement. 

During the summer of 1957, provisions of the Treaties of Rome 
were under consideration in the French Parliament and OEEC sus- 
pended any action that might be prejudicial. 

In October 1957 the OKEC Council declared it “would do every- 
thing possible to secure establishment of a European free trade 
area” composed of all 17 members. At this same session, Mr. 
Reginald Maudling of Great Britain was named to head an inter- 
governmental committee at the ministerial level to try to negotiate a 
treaty agreement. In the course of discussions it was clear, however, 
that agreement was possible on less important questions but that the 
French and British had irreconcilable differences. A treaty was 
viewed as a somewhat hopeless goal. 

There had been a change in the French Government and the differ- 
ences—external tariffs, Commonwealth preference, and the question 
of imposition of common policies—emerged as insurmountable bar- 
riers to a broad agreement. 

The Maudling negotiations continued in the shadow of reports that 
the French were preparing new proposals, which as it turned out, 
merely underscored disagreements. The OEEC groups then at- 
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tempted to find common ground in agreement on internal rules govern- 
ing competition and use of subsidies. The French, however, con- 
tinued to press for broader commitments to social and economic 
harmonization. 

In March 1958 Walter Hallstein, President of the Commission of 
EEC, spoke at the European Parliamentary Assembly at Strass- 
bourg, reaffirming the hope that unity could be achieved, but em- 
phasizing also that the free trade area concept would have to be sub- 
stantially modified to meet the objective of associating with the 
Common Market of the Six. 

In mid-June, General de Gaulle came to power in France and high 
level Franco-British discussions turned from economic matters to 
France’s status as an atomic power. De Gaulle, nevertheless, en- 
couraged the concept of the ee Market and apparently re- 
frained from any intervention for a broader free trade arrangement. 

The Maudling Committee meanwhile accepted the conclusion of the 
OEEC Steering Board for Trade that there was no single solution to 
problems growing from different external tariffs and that each sector 
in which a country foresaw difficulties should be examined and that 
agreements would have to be reached on a case-by-case basis. 

By October 1958 the French and British were still far apart. Two 
days before a scheduled meeting of the Maudling group, the EEC 
countries circulated a memorandum insisting that the OKEC coun- 
tries should recognize the principle that differences in treatment 
arising from carrying out the Rome Treaty were valid and nondis- 
criminatory and that a treaty of association between the Six and 
other OEEC countries would not impede implementation of the 
Treaty of Rome. Here the French and British clashed on the ques- 
tion of the advisability of a common external tariff and the British 
preference for unilateral external tariff arrangements. Only a pro- 
cedural device prevented a complete collapse of negotiations, which 
did, for all practical purposes, come to an end in November. 

The French Minister of Information, M. Soustelle, in mid-Novem- 
ber, announced that the French Cabinet had decided “it is not possible 
to create the free trade area as wished by the British, that is, with 
free trade between the Common Market and the rest of the OLEC 
but without a single external tariff barrier and without harmonization 
in the economic and social spheres.” 

General de Gaulle and Dr. Adenauer met on November 26 and in 
a communique confirmed their intention to continue collaboration 
in economic and political areas with their Treaty of Rome partners. 
They declared that their collaboration did not contradict cooperation 
with the others in OEEC. They said that a study of “multilateral 
association between the OEEC and the other member countries” would 
Le submitted to the Common Market officials. 

In December the Council of Ministers of the Six met in Brussels 
to consider whether negotiations could be resumed. Mr. Maudling 
simultaneously proposed that this committee meet to consider a report 
tothe OEEC Council. Dr. Erhard, President of the Council of Minis- 
ters of OEEC, was sent to London to inform the British Government 
of the tariff reductions the Six were ready to put into effect on Janu- 
ary 1. The British response was cool to any bilateral negotiations and 
United Kingdom officials appeared to feel that, while France was 
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working to implement her treaty, she was doing little to liberalize 
trade in accordance with her OEEC commitments. 

The OEEC Council meeting on December 15 was marked by tension, 
particularly between the British and the French. Although there was 
continued discussion of the differences in views, it was apparent to all 
that the curtain had been rung down on the last act of a tiresome 
drama. 

As the year ended, the important financial decisions implementing 
convertibility by most of the OEEC countries and the French decision 
to liberalize trade to the agreed OEEC level of 90 percent somewhat 
altered the nature of the immediate problem confronting OEEC and 
did a great deal to restore an atmosphere of cooperation and ee 
The effect on the free trade area negotiations of the convertibility de- 
cisions (making current sterling formally convertible for nonresidents 
of the sterling area), of the replacing of the European Payments 
Union by the European Monetary Agreement, and French trade 
liberalization appeared to be threefold: (1) the French action miti- 
gated the argument that the action of the Six was discriminatory; (2) 
the fact that major European currencies were now convertible on cur- 
rent account and automatic credit facilities were no longer available 
removed much of the justification for quotas still in force by the Six 
and the other OEEC countries; and (3) with protectionism no longer 
such a strong factor of French domestic policy and preferential treat- 
ment no longer such a conspicuous result of the Treaty of Rome, at- 
tention could be more strongly focused on some of the important long- 
term questions, heretofore overshadowed by short-term trading 
difficulties. 

Following the collapse of the Maudling negotiations in December 
1958, Europe was in what might euphemistically be described as a 
state of nonsuspended animation. The French Government had de- 
valued the franc and instituted other reforms to be able to live up to 
the obligations of the Rome Treaty. On January 1, 1958, the Euro- 
pean Economic Community became a reality. Its official life started 
on January 8 with the appointment of the Commissioners. But a state 
of uneasiness remained on the part of the United Kingdom and the 
other nonmembers of the Six. 


D. THE DEVELOPMENT OF THE EUROPEAN FREE TRADE ASSOCIATION (THE 
OUTER SEVEN) 


The non-Common Market countries had drawn close together dur- 
ing the OEEC (Maudling) negotiations for a free trade area. 
Tactical approaches to problems as they arose inevitably polarized 
representatives of the three Scandinavian countries, the United King- 
dom, Switzerland, and Austria. They were generally known as the 
“Other Six.” At the same time employer and industrial groups in 
these countries were making parallel efforts to work out some kind of 
limited free trade association in the event of failure of a broad agree- 
ment among all the OEEC countries. These efforts by nongovern- 
mental groups culminated in a detailed statement in April 1958, in 
which the Industrial Federations and Employers’ Organizations of 
Austria, Denmark, Norway, Sweden, Switzerland, and the United 
Kingdom reached agreement on the kind of broad trade plan they 
advocated. This strengthened the hands of the non-Common Market . 
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negotiators. The Swedish group took the initiative—a logical de- 
velopment since Sweden had long favored a Nordic Customs Union. 

During the spring and summer of 1958 tensions increased between 
the Common Market Six and the “Other Six” and the latter group 
started to work quietly toward some mutual understanding among 
themselves. 

The Other Six, no longer collaborating within OEEC, were trans- 
formed to the Outer Seven, with the inclusion of Portugal. Officials 
of these countries got together at Stockholm on March 18, 1959, and 
behind closed doors discussed a little free trade area. 

Even though there was strong determination to come to agreement, 
some internal differences had to be composed. Denmark, with strong 
leanings toward the Common Market, was not attracted by the em- 
phasis on industrial interests among the other partners. Denmark 
also had to make some arrangements with Germany, its second biggest 
market. These problems were satisfactorily resolved with the British 
and Germans, and some Danish concessions were won from the Swiss 
and from Sweden. 

On the industrial side, the British industrialists, while backing 
a free trade area, were eager to keep the door open to some ultimate 
agreement with the Common Market. Their objective was met in 
acceptance of a statement looking to the hope of eventual 
rapprochement. 

A meeting at Stockholm was held during the period June 1-13, 
1959, for the purpose of drafting a plan for a free trade area. 

It only remained for the Ministers of the seven countries to meet 
in Stockholm on July 21 and approve agreements that had already 
been submitted to their member governments. The convention itself 
was drafted by senior officials of the Seven on September 19-20. A 
number of competitive problems, relating especially to pork and 
paper products and to British-Norwegian conflicts on fisheries, were 
alleviated at least to the extent that the Seven could formalize their 
association by initialing the Stockholm convention on November 20, 
1959. Ratification is scheduled for the early spring of 1960, with the 
oe step of tariff reduction and quota enlargement scheduled for 
July 1, 1960. 


III. Tue Evrorean Economic Communiry—Tue Common MARKET 
A. INTRODUCTORY REMARKS 


Any attempt at a definitive analysis of so complex and ambitious a 
collaborative undertaking as the Common Market is doomed to failure 
if it is confined to the structure and procedures created by its basic 
document. One could no more accurately describe the United States 
of America by setting forth its Constitution. 

In this report several approaches will be followed. In the follow- 
ing section a brief summary of the Treaty of Rome will be presented, 
in order to convey the magnitude of the objectives. In the appendix 
(Appendix F) will be found a more informative and detailed sum- 
mary, relying on the editorial work of the Committee on Economic 
Development.** The treaty itself is a formidable document, contain- 


18 The European Common Market and Its Meaning to the United States,” May 1959. 
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ing 248 articles, covering 183 pages, with annexes occupying 124 pages, 
and 57 pages of other “connected documents.” 

Another section will be devoted to some comments on the activity 
to date of the Community. Even such an account, however, may fail to 
do justice to the herculean efforts and high level of dedication and 
ability that distinguish the bureaucracy at the headquarters in Brus- 
sels. The study mission participated in 19 conferences with 67 
officials and staff of the Community and was impressed by the quality 
and quantity of the work being done and the departmental organiza- 
tion which has been erected in a little over a year and a half. 1,300 
personnel are now employed by the Community and the impression is 
conveyed that work is proceeding on many fronts in an orderly 
manner, 

A third section will be devoted to the major problems which are 
being grappled with as the officials and the member nations strive to 
implement the treaty in accordance with both its provisions and its 
spirit. 

Finally, the study mission will present its own survey of country 
attitudes toward the community. Admittedly not an exhaustive or 
scientific sampling, it nevertheless is the distillation of detailed notes 
of over 65 conferences with articulate and informed Europeans, and 
conveys something of the climate of opinion in the various countries. 
This, the study mission feels, supplies information which is extremely 
relevant to the realistic appraisal of the prospects of the Common 


Market. 


B. BRIEF SUMMARY OF.THE TREATY OF ROME 


1. Principles 
The general objectives are to “promote * * * the harmonious de- 
velopment of economic activities, continuous and balanced expansion, 
increased stability, a more rapid improvement in the standard of 
living and closer relations between its member states.” 
The commitments of the member states are— 
(1) removal of customs duties and import and export quotas 
between each other ; 
(2) establishment of a common tariff and commercial policy 
for states outside the Community ; 
(3) abolition within the Community of obstacles to the free 
movement of persons, services and capital ; 
_ (4) inauguration of common agricultural and transport poli- 
cles ; 
(5) establishment of a system insuring competition ; 
(6) adoption of procedures for coordination of domestic pol- 
icies and for remedying balance-of-payments disequilibria; 
(7) removal of differences in national laws necessary for op- 
eration of the Common Market; 
(8) creation of a European social fund for education and train- 
ing of displaced workers and to raise their standard of living; 
(9) establishment of a European investment bank to facilitate 
economic expansion ; 
(10) association of dependent overseas territories with the 
community. 
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The intended time schedule is a 12-year period divided into three 
stages of 4 years each, with specific provisions on the votes required 
to move from each stage. 


2. Removal of internal tariffs, quotas and external tariffs 

This section details the extent to which a member state’s overall 
tariff level and duties would be lowered in the three stages, with elim- 
ination being achieved at the end of the third stage. 

Import quotas and restrictions against members are to be systemat- 
ically removed so that by the end of the first year each state will set 
global quotas (one nondiscriminatory global quota vis-a-vis the rest 
of the members) and then proceed to enlarge them by an average 
of 20 percent annually. Every global quota is to be enlarged by at 
least 10 percent annually with specified exceptions. A quota must 
equal at least 3 percent of national production by the end of the first 
year, 5 percent after 2 years, and 20 percent after 10 years. All 
quotas are to be removed by the end of the transition period. All ex- 
port quotas are to be eliminated by the end of the first stage. 

The community, with certain exceptions, will have a single external 
tariff by the end of the transition period. It will represent the arith- 
metic average of the duties in the four customs areas—Benelux, 
France, West Germany and Italy. Individual country rates will be 
adjusted toward the common tariff rate during the transition. At the 
end of the first stage, the common rate will go into effect where the 
spread of individual rates is less than 15 percent. Where the spread 
is more than 30 percent, the difference will be cut by 30 percent. An- 
other 30 percent cut will take place at the end of the second stage. 
There are exceptions for Italian and French calculations and, for 
specified products. 

3. Agriculture 

The treatment of agricultural products will differ markedly from 
that given other products. 

A common agricultural policy will be in full effect by the end of the 
transition period. The objectives are to increase productivity ; assure 
an equitable standard of living to the agricultural population; stabil- 
ize markets; guarantee supplies; and assure reasonable consumer 
prices. 

Agricultural markets will be organized, depending on the product, 
in one of the following forms: 

(a) A system of common rules to control competition ; 

(6) Compulsory coordination of the several national systems of 
market regulation ; or 

(c) A European Marketing Board. 

These forms of regulation may be implemented by price controls, 
subsidies on marketing and production, stockpiling and carryover sys- 
tems, common mechanisms for import and export stabilization and a 
common fund or funds for agricultural guidance and market sup- 

ort. 

There will be no immediate change in the agricultural policies cur- 
rently pursued by the member governments before January 1960 when 
the Ceianiaisbi wil) make proposals to the Council for formulating 
and implementing a common policy. 
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4. Freedom of movement—Individuals and investment capital 


By the end of the transition period, workers may move freely 
throughout the market countries and job and wage discrimination are 
to be removed by that time. Similar freedom of movement and es- 
tablishment will be granted businessmen and firms. Within 3 years 
each state will grant nationals of other member states equal rights of 
financial participation in the capital of companies. 

The “free movement of workers” includes rights to take a job offer 
and to stay in a member country after holding a job there under con- 
ditions to be laid down by the Council. The Council, voting unani- 
mously, is to insure freedom of movement and the right to cumulative 
social security benefits throughout the community and payable in any 
member country. 

Capital, to the extent necessary for proper functioning of the mar- 
ket, will move freely by the end of the transition period. Discrimina- 
tions based on nationality are to be eliminated and current payments 
in connection with capital movements are to be free by the end of the 
first period. Exceptions are allowed in urgent cases and to avert dis- 
ruptions in any state. 

§. Transport 


A common policy will result from common regulations, removal of 
discrimination in rates and conditions, reduction of frontier taxes and 
fees, and standards governing subsidies. 

6. Policies toward competition 

The principle and policy are established that all associations and en- 
terprises are forbidden to make agreements and decisions or to take any 
concerted action to fix prices and production or restrict or destroy com- 
petition affecting commerce between the member states. There are two 
large exceptions. Agriculture is exempt subject to decisions of the 
Council. In other areas, agreements are allowed if they improve 
production or distribution, promote technical or economic progress on 
the condition the consumer gets a fair share of benefits and that a 
monopoly (forbidden by public and private enterprise) is not estab- 
lished. 

The Commission is directed to prevent dumping. 

Subsidies, with certain exceptions and special criteria, are outlawed 
where they distort trade between member states. 


7. Coordination of laws and policies 


The member states agree to harmonize their laws and policies re- 
lating to fiscal and monetary matters with a view of stabilizing prices, 
achieving balance in overall international payments, high employment, 
and confidence in currency. This will require recommendations on 
tax discriminations, consultations on economic disturbances and dislo- 
cations, and collaboration on labor laws as well as on policies affecting 
trade unions and workers. 

To achieve balance in the overall international payments, each mem- 
ber retains the right to correct balance-of-payments difficulties by 
imposing quantitative restrictions subject to Commission approval. 
Provision is made for mutual assistance for those states in difficulty. 
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8. Institutions and organs ; 

A European Social Fund and two investment funds, one for Euro- 
pean operations and one to operate in the Community’s overseas terri- 
tories, are established. The Social Fund makes matching grants to 
member states for retraining, resettling, and compensating workers 
affected by economic injuries resulting from a changeover in in- 
dustries dislocated by liberalized trade policies. 

The European Investment Bank and Development Fund are financed 
initially by capital subscriptions from member governments and the 
Bank is authorized to borrow in the market. The Overseas Develop- 
ment Fund is set up for 5 years. 

The governing institutions of the Community are the Council (inter- 
governmental policymaking body ) and the Commission (supranational 
executive body). ‘The 142-man Assembly, appointed by the member 
states’ parliaments, will eventually be elacted by direct popular vote. 
It is empowered to censure the Commission and force its resignation. 
The other institutions of the market include: 

The seven-man Court of Justice, which adjudicates disputes 
arising under the treaty. 

The 101-member Economic and Social Committee which advises 
the Commission. 

The Monetary Committee which advises the Commission on 
financial matters. 

A chart showing the relationship of the institutions of the three 
European Communities (Common Market, Euratom, and Coal and 
Steel Community) is included in the appendix (Appendix G). 

9, Overseas territories 

The colonies and overseas territories of the member states will enjoy 
the same tariff levels as the states themselves but are permitted to 
retain certain trade barriers for development and revenue. They are 
the beneficiaries of the $581 million development fund of the Com- 
munity. 


©. ACTIVITY TO DATE OF THE EUROPEAN ECONOMIC COMMUNITY 


The purpose of this section is not to attempt to record the activities 
of the community for the sake of providing a comprehensive history, 
but to convey something of the problems being faced and the tempo 
at which they are being ‘dealt with. The study mission is of the opin- 
ion that sound thinking about the future of the Common Market and 
all problems related to ‘it requires an appreciation of the rapid pace of 
events and the sense of urgency accompanying much of the planning. 

For this purpose, therefore, ‘the Second General Report | Sept. 18, 
1958, to Mar. 20, 1959) is used, since this was the last one published 
before issuance of this report. 

In list form, the following achievements and work in progress were 
noted : 

1. On January 1, 1959, the first stage of tariff and quota disarma- 
ment was carried out in a satisfactory manner. The few remaining 
problems were deemed to be of minor importance. 

2. Even in the difficult field of agriculture the opening of markets 
was reported as “genuinely effective.” The first long-term contract, 
relating to cereals, was signed by France and Germany. 
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8. Social security regulations for migratory workers have been’ put 
into effect so that “frontiers will no longer prevent wage earners bene- 
fiting by rights acquired in the field of social security.” 

4. The Commission has been active in trying to suggest approaches 
toward solving the problems of the relationships of the Six and the 
other European nations. 

5. The Development Fund has begun its work, with several social 
projects having been approved. 

6. Studies were undertaken, in conjunction with governments and 
business and professional circles, in the broad area of economic policy, 
and the specific policy areas of trade, social programs, agriculture, and 
transport. 

7. As of February 28, 1959, a little over a year after the Commis- 
sioners were appointed, 1,108 officials had been recruited. Physical 
quarters had been provided and administrative problems such as a 
single “statute of service” were being faced. 

8. Joint legal, statistical, and informational services were set up to 
service the Community, the Coal and Steel authority, and Euratom. 

The information service has already published a wide variety of 
attractive and informative publications. The statistical service is 
pioneering in improving tariff nomenclature with the objective of 
securing more reliable comparable trade statistics; use of electronic 
computers is planned; a more accurate labor census, using identical 
definitions, is in prospect; and studies of more comparable labor cost 
data and the cost of a comparable “market basket” will also be 
attempted. 

9. The Commission has attempted to establish homogeneous bases 
for evaluating economic trends in the member states, and has even 
proposed that there be a similar structure for national budgets. 

10. Studies of restrictions governing capital movements and of 
legislation affecting capital markets were initiated. 

11. A series of studies of regions was inaugurated, which seeks to 
identify the problem areas in the community, their structure, the 
impact on them of national economic policies, with the ultimate ob- 
jective of raising their economic levels. 

12. The European Investment Bank spent its first business year 
organizing, developing its criteria, and its procedures. When the 
study mission visited its headquarters several loans had been approved. 

13. Two panels of experts have been at work juxtaposing the 
four existing country tariffs for each commodity and arriving at 
a final figure for the common external tariff. 

14. Negotiations on the difficult “List G”’ commodities have been 
preceded by the setting up of specialist working parties. 

15. In order to comply with the treaty’s requirement that a program 
for the abolition of restrictions on the freedom of establishment and 
on the free supply of services be submitted before the end of 1959, a 
general working party was created to study elements of such a pro- 
gram. In turn, nine specialist working parties were set up along 
occupational lines. 

16. Before a policy on competition can be articulated, data on the 
existence of aid, concentrations, restrictions, and distortions must .be 
assembled. This factfinding job is being done. Moreover, agree- 
ments in principle on the types of “understanding” between business 
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permissible under the treaty has been reached. Much, however, re- 
mains to be done, as the Commission acknowledges. 

17. Several requests to look into dumping practices have been re- 
ceived and acted upon. 

18. Study of certain areas where laws and regulations of member 
states need to be “approximated” has begun. 

19. Vital studies of the problem of harmonizing turnover taxes and 
indirect taxation and of the impact of direct taxes have been started. 

20. An inventory of the systems of state aid for industries has been 
undertaken. 

21. The first proposals for a common agricultural policy were dis- 
cussed in the second report. Since then, they have reached the stage 
of public discussion, as was required before the end of 1959. 

22. Surveys have been initiated on holidays with pay, official holi- 
days, hours of work, overtime, and working conditions. 

23. A study of the labor market and forecasts of the manpower 
situation were also being organized, as well as monographs on social 
security and occupational diseases. 

24. Work preparatory to the submission, before the end of 1959, 
of rules for the removal of transport discrimination was started with 
a preliminary study by the Consultative Transport Committee. 





The above listing is far from an accurate précis of the Second Gen- 
eral Report. It does not purport to cover activities in the last three 
quarters of 1959. But it does show the variety and the complexity of 
the problems. 

These problems are being faced in an atmosphere of anxiety to accel- 
erate the transition period from 12 to 6 years and to implement the 
formulation of a common economic policy. The French industrial 
association, the Patronat Frangais, the Belgian Foreign Minister, the 
French Minister of Finance, the Commission itself, and the Congress 
of Free Trade Unions have given voice to these sentiments. 

The Ministers of Finance of the Six have met to study the creation 
of a common capital market. The foreign ministers have discussed 
foreign policy. The Council and the executives of the Common Mar- 
ket, the Coal and Steel Authority, and Euratom are discussing a Euro- 
pean energy policy. The Council is examining the possibility of a 
European university. 

Against this background, the impressive Action Committee for the 
United States of Europe, headed by Jean Monnet, in its session of 
November 19 and 20, 1959, unanimously passed a resolution calling 
for a single European Economic Executive Commission to replace the 
three separate executive bodies of the Market, Euratom, and the Coal 
and Steel Authority. The Action Committee urges that this step 
be taken by 1962, so that it will be completed by 1963, when it is ex- 
pected that the European Parliament will no longer be appointed 
but elected by the people. 

In the light of what has transpired since General Marshall spoke 
at Harvard, one cannot dismiss these urgings as visionary or un- 
realistic. The way is beset by difficulties, as was recently shown by 
a formidable threat to continued development of the Community along 
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the intended lines. The threat was contained in a proposition by 
General de Gaulle for regular ministerial meetings of the six nations, 
institutionalized by a permanent secretariat at Paris. Apart from 
the effect of such an arrangement on NATO, it would, Community 
leaders strongly felt, have undercut the Common Market and turned 
it into a loose association instead of a developing supranational or- 
ganization. Largely through Dutch opposition, the de Gaulle pro- 
posal was rejected.’® 


D. THE CRITICAL PROBLEM AREAS 


The catalog of activities of the EEC set forth in the preceding 
section illustrates the range of problems. It remains to describe 
briefly the major, and critical, issues on which both the survival and 
direction of the Community depend. The outcome of each issue can- 
not at present be confidently predicted since, in addition to the 
acknowledged ability and determination of the Community officials, 
such factors as general economic conditions, particular national con- 
ditions, the attitudes of outside nations, the attitudes of segments of 
national economies, and attitudes and policies of national leaders will 
play a role in the Common Market drama. 

In the following discussion, no attempt has been made to assign pri- 
orities since, indeed, the study mission discovered no consensus on 
this point. It was the general feeling that simultaneous and substan- 
tial progress must be made on most of these fronts. 

1. Terms of trade 

(a) The external tariff—The problems associated with devising 
the Community’s proposals for the common external tariff fall into 
three areas : the mechanical, the tactical, and the strategic. 

Comment has already been made regarding the action of the Com- 
mission in creating two panels of experts who are undertaking the 
arduous tasks of juxtaposing the four sets of tariffs on each item 
and then contracting and condensing the data. The Second General 
Report of the Commission was optimistic at the end of March 1959, 
that the end of the year would see the final form of the proposed ex- 
ternal tariff subject to the rule of arithmetic average. 

However, this optimism foreseen in the mechanical field of averag- 
ing was more guarded in what might be described as the tactical 
problem area: the products included in list G, where duties are to be 
arrived at after negotiations among member States. As of Septem- 
ber 1959 in its Economic Bulletin for Europe,?° the Economie Com- 
mission for Europe doubted that resolution of the list G tariff would 
be forthcoming before the summer of 1960. In the following sub- 
section this problem will be discussed in greater detail. 

The overall strategic area is that of the general level of the external 
tariff. Various views exist as to the outcome of the mechanical 
process of averaging. 

The argument of the Common Market officials is that the average 
will have a liberal bias greater than an average weighted in terms of 


1 Christian Science Monitor, articles by Volney D. Hurd, Nov. 20, and Nov. 25, 1959. 
* Vol. 11, No. 2, September 1959, p. 22. 
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population, Attorney George W. Ball, legal counsel in the United 
tates for the Community, testified before the Joint Economic Com- 
mittee that— 


* * * It is my understanding that the low tariff of the Benelux—Belgium, 
Holland, and Luxembourg, an economic unit of some 20 million people—re- 
ceives the same weight in computing the arithmetic average of the Common 
Market’s external tariff as the existing tariffs of France, Germany, and Italy, 
countries whose combined population is seven times as great * * *.” 

Many feel, however, that since there will be no weighting of rates 
in accordance with the amount of trade engaged in by each countr y; 
the average will produce a higher rate than if weighting had taken 
place. For example, Benelux, a low tariff trading unit, imports over 
twice as much as Italy, a high tariff country. Germany imports 
more than does France, and has a lower set of tariffs. Moreover 
there are clauses further orienting the average to a higher level, such 
as that excluding the 10- ‘percent “Italian reduction in 1956 from cal- 
culations of the average.”? 

Testifying before the Joint Economic Committee, Prof. Emile 
Despres of Williams College said: * 

Since France and Italy have very high tariffs, Germany high tariffs and only 
Benelux has a low tariff, the broad formula for the common tariff proposed in 
the Treaty of Rome—an average of the present tariffs of member countries— 


would yield a highly disruptive degree of trade discrimination between members 
and nonmembers. An external tariff at any such level must be prevented. 


The level of the external tariff to be presented at the Geneva ne- 
gotiations in the fall of 1960 is an opportunity for a strategic decision 
of the greatest magnitude. Having in mind the need of its members 
for a lively export trade; the present state of European regionalism, 
its tensions and apprehensions ; the size of gold and dollar reserves of 
its member countries; their continuing prosperity ; and the past series 
of important real concessions made at the bargaining table by the 
United States in days of dollar shortages; the Community would be 
engaging in trade diplomacy of the most constructive kind by offering 
a common external tariff substantially lower than that produced by 
the unweighted arithmetic average. 

(b) “Last G@”—the hard core items.—Of the seven lists annexed to 
the treaty, list G is the specific area of future decision which is most 
likely to test the ingenuity, stamina, and “treaty spirit” of the mem- 
bers. Article 20 merely says that these duties “shall be fixed by 
negotiation,” adding the proviso that any member may add further 
products up to 2 percent of its total 1956 imports. 

List G includes a number of fish, dairy, wine, oil, wood, chemical, 
and mineral products. Of the approximately 70 headings, one-third 
are food products, with most of the others being raw materials and 
chemicals. Also included are unwrought aluminum, magnesium, lead, 
zine, other metals, engines, transmission goods for engines, some ma- 
chine tools, “flying machines” and parts. 





7 Hearings before the Joint Economic Committee on Employment, Growth, and Price 
Levels pt. A “International Influences on the American Hconomy, 1046. 
2 othe New Buropean Market,’”’ the Chase Manhattan Bank, uly 1958, pp. 10, 11. 
1036. 

2 Diet A A 1 sts certain items where a special rate of duty is to be taken into account in 
oitemeanan the average. Lists B, C, D, and E contain items where duties may not, 
in the common tariff, exceed 3, 10, 15. and 25 percent, respectively. List F sets forth the 
items where the common tariff ‘has already been agreed upon. 
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These items represent about 20 percent of the value of the Com- 
munity’s imports. The importance may be greater for certain third 
countries. Over 60 percent, for example, of Scandinavian exports 
are on list G.*° 

(c) Quantitative restrictions. Under the General Agreement on 
Tariffs and Trade, all signatories agreed to eliminate quantitative re- 
strictions unless temporarily required because of balance of payments 
difficulties or other limited reasons. In fact, since quantitative re- 
strictions, or quotas, were not really “within the pale” of permanently 
legitimate devices, they were not generally the subject of quid pro quo 
bargaining. Nevertheless, they have persisted and usually constitute a 
more effective barrier to trade than tariffs. 

The balance-of-payments reason for quantitative restrictions has 
disappeared from the scene in the important trading countries of 
Europe. The United Kingdom recently put into effect a sweeping 
liberalization of dollar imports. The French Finance Minister, M. 
Pinay, recently promised to eliminate dollar discrimination “within 
the shortest possible time.” ** At the same time France announced 
the removal of quotas from over 200 products sold by European coun- 
tries and the dollar zone. It still has quotas on about 200 items, ac- 
counting for about 18 percent of its imports.27 On December 23, it 
was reported that France also had scheduled for January 1, 1960, 
removal of additional quota restrictions on imports from OEEC and 
dollar countries, thus bringing the level of such removal to a more up- 
to-date or “real” 90 percent of all such imports.?* On December 11, 
the West German Government promised to. reduce its dollar restric- 
tions from the present level of 3 or 4 percent of dollar area trade to | 
percent next year.” 

On November 24 the Common Market nations decided to extend to 
outside nations the benefits of a 20 percent quota enlargement which 
they are to give each other on January 1, 1960.*° 

The study mission met with a universal European attitude that all 
dollar discrimination should end within a matter of months. Events 
since its return have verified the sincerity of this attitude. When 
— about quantitative restrictions in general, responsible leaders 
elt that elimination would take a longer period of time. The esti- 
mate of 2 years was most commonly given. This is corroborated by 
the news report of Mr. Pinay’s expressed hope of removing all quota 
restrictions within 2 years." 

Such a time interval at what might be called a crucial psychological] 
time for decision—for the Common Market, for other European na- 
tions, and for the United States—when the basic justification has 
disappeared, would be exceedingly unfortunate. Professor Despres 
stated to the Joint Economic Committee : * 


* United Nations Economic Bulletin for Europe, vol. 11, No. 2, September 1959, p. 21. 
* New York Times, Nov. 7, 1959. 

27 New York Times, Nov. 11, 1959. 

28 New York Times, Dec. 24, 1959. 

2* New York Times, Dec. 12, 1959. 

3° New York Times, Noy. 25, 1959. 

31 New York Times, Nov. 7 and 11, 1959. 

32 Loc. cit. 
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‘ 


So long as these quantitative import restrictions remain in effect, currency 
convertibility alone remains of somewhat limited significance. With the 
“dollar shortage” justification for these restrictions no longer present, full 
compliance with the GATT’s general rules against quantitative restrictions in 
nonagricultural products is called for. 

Fairness requires that appreciative recognition be paid to the Com- 
munity for the first step of “quota disarmament” which took place on 
January 1, 1959, and to its proposed step of January 1, 1960, involving 
the “globalizing” to other members of bilateral quotas, enlarging 
them, and extending them to other nations. 

(d) Other burdens on trade.—Tariffs and quotas are the traditiona] 
barriers to trade. There are other less obvious but equally onerous 
burdens which become the bane of existence for exporters and im- 
porters. 

In addition, there is the treaty-allowed customs duty, the object of 
which is to raise revenue; the substitution of internal taxes for cus- 
toms duties; and charges which have an effect equivalent to customs 
duties. 

The knotty and elusive problem confronting the Commission in 
such matters is illustrated by the following excerpt from its Second 
General Report: * 

Some of the member states have been led to introduce new internal taxes 
basing their action, moreover, on the provisions of the treaty. This procedure 
has set up an unfavourable psychological reaction in the public opinion of the 
different countries and there is no denying that it involves the risk of depriving 
consumers in the future of a part of the benefits which they are entitled to ex- 
pect from the Common Market. The European Commission will take care that 
nothing is done on these lines which does not conform to the letter and the spirit 
of the treaty. 


In the same elusive but obstructive category are import license laws 
affecting goods, the countries of origin, or the currency which can be 
used. 

There are grounds for optimism as to the solution of such problems 
in the alertness and orientation of the Commission and the bureauc- 
racy, and in the fact that a collective conscience on at least intra-Six 
matters can find voice through such institutions of the Community as 
the Assembly, the Commission, and the Court of Justice. 


2. Agriculture 

(a) Thumbnail description of the agriculture of the Six.— 

(I) The experience of two World Wars has stimulated the desire 
to attain self-sufficiency in agriculture. 

(Il) The structure of European agriculture is its basic prob- 
lem. It is characterized by an excess of farms too industrialized, too 
small, or scattered in their holdings for efficient competition. A Eu- 
ropean farm expert gave his opinion that perhaps 40 to 50 percent 
are too small for efficient operation.** The land comprising a farm 
is fragmented in scattered holdings over a broad area. Con- 
centration of living accommodations in villages, aside from the diffi- 
culty of access to the farm, prevents modernization or construction of 





83 Second General Report, p. 55. 

% More than half the farms in France and Luxembourg consist of less than 25 acres; 
two-thirds in the Netherlands; over 70 percent in Germany; over 80 percent in Belgium ; 
and about 85 percent in Italy. 
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farm buildings. Too large a population in all six countries, the ex- 
treme axntaple being southern Italy, is dependent on the land. There 
is also a lack of capital by the small farmer; price-support programs 
serve chiefly to widen the gap between the large and the marginal 
farmer. 

(III) Because of the threat to farm income posed by this structure, 
governments have engaged in many kinds of intervention: import 
quotas, tariffs, state trading, commodity marketing agencies, fixed 
price schemes, minimum guaranteed prices, “target” prices (which 
trigger government purchasing, selling, and stockpiling), equalization 
funds, direct and indirect export subsidies, 

(IV) The structure and importance of agriculture in the member 
countries vary exceedingly and complicate the problem of achieving 
a common agricultural policy. Western Germany, Belgium, and 
Luxembourg are net importers, with agriculture accounting for a 
small percentage of population and income. A quarter of the French 
population is engaged in agriculture, exporting over half as much as 
it imports. Italy, having about half its population in agriculture, is 
still a net importer. ‘The Netherlands, with a small agricultural 
population, acounting for only a small portion of the net income, is 
the only net exporter among the Six.*® 

The countries vary equally widely in productivity—with even a 
Netherlands agricultural van by far the most productive, earning 
only three-quarters as much as a worker in other occupations. Pro- 
ductivity in the key commodities of soft wheat, barley, milk, and eggs 
is highest in the Netherlands, with Belgium a close second ; then come 
Germany and Luxembourg, with France and Italy at the bottom of 
the list. The range in yield in these products between the Netherlands 
and Italy is from a minimum of almost 2 to 1—wheat, milk—to a 
maximum of 3 to 1—barley. The Netherlands farmer uses five times 
as much fertilizer per hectare as his opposite number in Italy. 

Prices also show a wide variance, with German, Luxembourg, and 
Italian wheat bringing much higher prices than in France and the 
Netherlands. The Dutch agriculture in general has the best developed 
structure and the French agriculture has the greatest potential. In- 
deed, it was a surprise, even to the French, when the devaluation in 
the franc sealed that French wheat has consistently been priced 
substantially lower than German wheat. 

(6) The problem of prices and trade liberalization—Although 
tariff and quota disarmament are to take place in agriculture as else- 
where in the Common Market, there are these transitional devices to 
cushion the impact resulting from lower prices: minimum import 
prices, “countervailing charges” to prevent distortion of competition 
from subsidized exports, and long-term contracts for products subject 
to state trading. Ultimately, coordination and even integration of 
market organizations are intended. 

Uniform price levels and price supports are to be arrived at over a 
period of 6 years. Actually, a standstill in prices is contemplated for 
the first year’s harvest. Then it is hoped that, for example, German 
prices will be lowered while French prices will increase. The study 





% Much of this data is drawn from “Agricultural Policy in the European Feonomic 
Community,” Political and Economic Planning, Occasional Paper No. 1, November 1958. 
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mission was informed of the concept of a “direction” price determined 
by analyses of data of key consuming areas. 

The problem in imposing production controls is France with its 
reserve production potential. There is optimism that this task will 
not be too difficult in view of the fact that although yields have in- 
creased by 3 to 4 percent a year, consumption has experienced the same 
increase, and acreage has remained the same. 

The hope for the future is to create a balance between domestic 
production and imports, since low cost cereals are needed to expand the 
production and consumption of animal products. The Common Mar- 
ket is practically self-sufficient in soft wheat now; it will continue to 
need hard wheat and some soft wheat from such exporters as the 
United States and Canada. Balancing the increasing consumption of 
animal products and consequent increase in grain requirements against 
such factors as fewer horses, improvement in feed ratios and domestic 
grain yields, one knowledgeable U.S. observer concluded that at best 
the United States might keep its share of the Community’s wheat 

market. If there had been no Common Market and national policies 
had continued, it is probable, the study mission was told, that U.S 
imports by the Six countries would be at a greater disadvantage. 

(c) The problem of structural reform. —The recurrent theme of 
Common Market agricultural leaders is, in the words of one of them: 
“Only by improving structure can you give a sound base to. agricul- 
ture.” Also, it is admitted, this is a task that will take at least a 
generation to accomplish. 

A study of over 50 regions throughout the Community is now 
underway to determine industrial and vocational potential with agri- 
cultural experts taking part. The object is to develop industries, pos- 
sibly “linked” industries, in areas away from the urban centers, where 
such seems feasible. The problem areas are in mountainous regions, 
southern France, northern Germany, parts of the Netherlands, and 
southern Italy. The object also will be to make it possible for remain- 
ing farms to be of efficient size, stressing preservation of the family 
farm—which is defined as a farm capable of providing two or three 
persons with productive labor throughout the year. Farm machinery 
cooperatives are encouraged. An agricultural improvement fund will 
be established to help governments ‘and other bodies if their efforts at 
redevelopment are part of a rational scheme. Subsidies may be paid 
to older farmers who might otherwise be ruined by declining grain 
prices. 

The agricultural community is not unanimously enthusiastic about 
these proposals. The concept easily lends itself to political pressures. 
It is inter esting to note that the younger farmers are among the pro- 
gram’s strongest supporters. 

This massive effort in rural development is worthy of the closest 
attention in the United States where modest efforts have been made. 

This brief capsule summary of the scope of agricultural probiems 
being faced should indicate the complexity and size of the task. When 
the study mission was making its field trip, Common Market officials 
were in the throes of dev eloping the initial consensus for a common 
agricultural policy, which is required by the treaty to be transmitted 
to the Council of Ministers by the end of 1959. In this task they were 
aided by a coordination of the many nongovernmental European agri- 


A STUDY OF EUROPEAN ECONOMIC REGIONALISM 71 


cultural organizations, 44 in number which in itself is an auspicious 
achievement.*° 


8. Development and redevelopment 


(a) Regional development.—The comprehensive studies of the pos- 
sibilities of regional development within the Community have already 
been alluded to. The European Investment Bank and national gov- 
ernments are the instruments to convert the objective into reality. As 
yet there are no authoritative studies or successful experiments in this 
area. Indeed, the front runner in this kind of effort might well be the 
United Kingdom where Mr. Maudling, on October 28, 1959, introduced 
a local employment bill “to make provision to promote employment in 
localities in England, Scotland, and Wales where high and persistent 
unemployment exists or is threatened.” Features of this legislation 
include a system of industrial development certificates to prevent new 
factories being built in. congested areas, a listing of areas entitled to 
government aid, a provision for capital grants to firms locating in 
the listed areas ahd even the building of factories to be rented to 
private operators at a subsidized rent, the razing of unusable buildings 
and clearing of industrial sites, the making of loans or grants to 
persons proposing to carry on a business undertaking in a prescribed 
area, the financing of the removal and resettlement of key workers, 
and the improvement of basic services in a locality of high un- 
employment. 

Of interest, too, is the proposal of the British Government in May 
1959 to aid in the reorganization of the cotton industry. The philos- 
ophy was that since the industry was suffering from chronic excess 
a sega k obsolete machinery, and “wides sread lack of confidence,” 
help was justified “from public funds to bring about a reorganized 
and reequipped industry which could compete with success in the 
markets of the world with the types of cloth that are wanted wherever 
living standards are high.” The industry agreed upon the amount 
of excess rene The Government would stand ready to con- 
tribute two-thirds of the cost of compensating firms who eliminate 
excess capacity under schemes approved by the Board of Trade, the 
other third to be raised by compulsory levies on the industry, and 
would also offer a grant of one-fourth toward the cost of modernizing 
existing and installing new equipment. At the same time workers who 
could not otherwise be absorbed in existing industry would be provided 
for by compulsory levies on firms in the area involved. 

The experiences under these programs, as well as the Belgian experi- 
ment of stimulating a modernization of the coal industry, will be 
valuable in the gargantuan task of regional development and redevel- 
opment that lies ahead for the Common Market. As stated in the 
previous section, the pioneering in this area could have profound 
implications for the United States. 

(b) Underdeveloped areas in the Community.—When “less devel- 
oped areas in the Community” are mentioned, the reference is not 
to the typical rural area for which regional planning is being done but 
several “hard core” areas such as southern Italy, and parts of Belgium, 


*% Répertoire des Organizations Agricoles non gouvernementales groupeés dans le cadre de 
la Communauté Economique Européene, May 1959. 
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southern France, and northern Germany where the per capita income 
is dramatically below the average for the Community. 

Here rather massive infusions of investment are required to ward 
off a potential canker that, in times of prolonged depression, could be 
an upsetting force for the Community. The European Investment 
Bank is a key instrumentality in this process. As of its annual report 
of 1958, it noted four projects which had been “taken into considera- 
tion.” One was a 320,000 kilowatt hydroelectric power station in 
Luxembourg. The other three, in southern Italy, were a thermo- 
electric power station of 210,000 kilowatt capacity, a cracking factory 
for the production of ethylene, and a factory for the production of 
plastics from ethylene. The total financing for these projects is in the 
amount of $128.5 million, of which the European Investment Bank 
is to contribute $24 million, with private companies, the World Bank, 
private banks, and stock and bond issues making up the remainder. 

The European Investment Bank has moved slowly but solidly into 
its function. Its organization, personnel, and procedures are such as 
to inspire confidence. Nevertheless, the question remains as to the 
magnitude of the job to be done and the time within which it must 
be done. Almost half of Italy is in the underdeveloped south, where 
the study mission was told, the average per capita income is approxi- 
mately $200 per year. Here is where the Communist Party is dloutia. 
ing. 

Mention should be made of the powerful, multiyear commitment of 
$2 billion over 10 years which Italy herself has made for the develop- 
ment of the south, and the availability of the social fund for matching 
grants for training workers. Indeed, Italy is counting almost too 
much on the magic of training and absorption by other countries of 
her excess population in the south. 

When one considers these critical areas, the rural areas whose re- 
development is essential for the final success of the Community’s agri- 
cultural policy, the less developed European countries such as Greece 
and Turkey, which might become associated with the Community, and 
the underdeveloped overseas territories, one wonders whether (a) the 
Community can reduce the gaps between its developed and underde- 
veloped areas so as to reduce and minimize internal strains and (0) 
it can play a significant role in participating in aid programs beyond 
its territorial jurisdiction. 

(c) The overseas territories —At once an immeasurable opportu- 
nity and an incalculable responsibility for the Community are its 
associated territories comprising almost one-half the area (4.7 million 
square miles) and one-fourth the population of Africa (53 million). 

In a time of unprecedented ferment, the responsibility is not an easy 
one. It is probably not one that occurred to the original fathers of 
European integration, being partly, at least, the eleventh hour price 
of French entry into the Community. Nevertheless, the opportunity 
to create on terms acceptable to the African countries a “European 
presence” in Africa is one which should be welcomed by the free 
world, provided that the special relationship of the territories to the 
Community does not create a special class of preferred underdeveloped 
countries. 

The links between the territories and the Community are three in 
number. The first is to give the territories the same access to the 
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Community as if they were member states while giving the members a 
preferential market in the territories. Unlike member states, the ter- 
ritories are allowed to keep their own tariffs with third countries. So 
far, the first step of tariff and quota liberalization took place on sched 
ule with no country or territory taking advantage of the right to levy 
the customs duty for industrialization or revenue purposes. The com- 
mon tariff on most of the tropical products such as coffee, cocoa, and 
bananas has been already fixed. 

Notwithstanding this progress, dramatic effects will be slow to de- 
velop and in the meantime declining prices for tropical raw materials 
are harbingers, in the words of the Community’s Second General Re- 
port, “of a difficult period ahead for the economies of the overseas 
countries and territories, unless there is an unexpected reversal of 
market trends.” ** Hence the Commission is engaging in studies look- 
ing toward the possibility of stabilizing or limiting the fluctuations 
of such prices. 

As for the fear of discrimination by the Community, the Commu- 
nity’s argument, as stated by Dr. Allardt, Director General of Over- 
seas Countries and Territories,** is (1) that the commercial policy fa- 
voring the associated territories “will take effect only very gradtally”: 
(2) that “there will certainly remain a sufficient margin for imports 
from nonmember countries” and that “the cake to be divided between 
the associated territories and nonmember countries will be greater 
every year”; and (3) that nonmember countries are “free to propose 
the conclusion of a treaty of association.” ™ 

The second link is the development fund for the overseas countries 
and territories in the amount of $581 million. As of April 7, eight 
finance agreements had been signed for the Belgian Congo and adja- 
cent Ruanda-Urundi. The projects included a hospital, a soil erosion 
program, development of native suburbs, agricultural development, a 
road linking a coffee-growing center and a port, a railroad, a tea- 
growing program and a tea-processing plant. By March 31, 1959, 
202 applications for aid had been received by the fund, totalling $167 
million. 

The third link is the recognition of a general right of establishment 
in the territories of persons of the Community on the same terms 
applicable to nationals of the mother countries. 

r. Allardt expresses the objective of these three approaches as— 
a new form of the “presence Européene” in Africa. * * * This term has nothing, 
really nothing whatever, in common with the old ideas of colonialism, and is not 
intended to make that outmoded concept respectable by internationalizing it. 
It simply gives expression to something that the Africans themselves have 
stressed often enough: The need for European help in Africa by leading techni- 
cal, financial and moral support in order thus to come to fruitful cooperation.” 

(d) Associated countries—As has been implied in the previous 
section, one of the problems vexing the Community is how to carry 
out. the broad mandates of the Treaty of Rome, without spreading it- 
self too thin. The treaty provides for association with other Euro- 
pean states if full membership is not, or not yet, possible. 


7 P. 130. 

% Lecture, “The Tasks and the Aims of the European Hconomic Community in Africa,” 
Apr. 30, 1959, pp. 18-19. . 7 

* Op. cit., pp. 18-19, 

# Op. cit., p. 26. 
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On June 8, 1959, the Greek Government by a note requested asso- 
ciation. By letter of July 31, 1959, the Turkish Government made the 
same request. In June preliminary discussions of association were 
held in Brussels with a Tunisian delegation.” 

The Community responded with a positive emphasis based on its 
recognition of the political necessity of Western orientation of the 
applicants and of the Community’s “desire to exert a positive influence 
on the development of European trade.” It may be said by outsiders 
that preexisting trade patterns were not the dominating influence. 

This level of association presents the Community with grave prob- 
lems. To begin with, despite the requirements of these countries for 
Common Market imports (50 percent in the case of Greece; 35 percent 
in the case of Turkey) ,* there is presented the obvious need of capital 
imports to assist in the raising of the standard of living. The study 
mission was informed, for example, that 25 percent of the labor force 
in Greece was unemployed. Approximately 80 percent of its popu- 
lation is in or associated with agriculture. Not only does Greece 
compete with member nations in certain products, as jasmine, which 
is also produced by France, but in fruits and vegetables where they 
have the benefit of early ripening. Moreover, it would compete with 
some of the Community’s overseas territories in such produce as 
oranges, lemons and tangerines. 

The economic problems facing Turkey, including budgetary diffi- 
culties, investment, and standard of living, are also serious and well 
known. 

In all of these cases association might well involve an extended 
transitional period for tariff elimination, preferential taxes, new 
duties to protect infant industries, long-term low interest loans, and 
possibly an institution to concern itself with planning and financing. 

Many Europeans, contemplating the size and complexity of such pro- 
posals, comment that the applicants for association “want the benefits 
without the burdens” of membership. On the other hand, they are 
realistic enough to appreciate the overwhelming political fact which 
was expressed to the study mission by one Greek businessman in these 
words: 

“The East will submerge us unless the West unites in a free, modernized 
capitalistic system.” 

In September 1959, delegations from the Greek and Turkish Gov- 
ernments held preliminary talks with Community officials. The com- 
muniques issued at the end of the talks expressed hope of reaching 
full agreement after talks later in the Fall. 

(e) Other underdeveloped areas.—The preceding review of the 
development obligations of the Community throws into sharp relief 
the problem of participating in aid programs in Latin America, the 
nonaffiliated countries of Africa, the Middle East, and Asia. Here 
again a dilemma exists. Some member states face staggering de- 
mands for development from within their own family. At the same 





41 Bulletin of the EEC, 1st year, No. 3, September 1959, pp. 26-28. 

# Bulletin of EEC, 1st year, No. 3, September 1959, pp. 26—27. 

“2 For a collection of documents relating to the position of Greece see “Greece, the Euro- 
pean Economie Community, and a European Free Trade Area,” published by the Ministries 
of Coordination and Foreign Affairs of the Royal Hellenic Government, Athens, 1959. 

“ Bulletin from the European Community, October-November 1959, No. 38, pp. 4-5. 
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time the need for coordinated assistance by the free, industrialized 
“north” to the underdeveloped and emergent “south” is perhaps the 
rimary challenge facing the free world. 

All that can be reported here is that the Community shows an un- 
equivocal recognition of the need to assist in development outside of 
its members, associates, and overseas countries and territories, 

The most authoritative statement of the Commission’s views is a 
memorandum submitted on September 16, 1959, to the Rey Special 
Committee charged with examining problems connected with a Euro- 

ean Economic Association.“® The Commission endorsed the follow- 
ing principle: 

That the highly developed industrial countries of Europe should refrain from 
any action which might appear to lack solidarity with the less-developed coun- 


tries ; this is the more important in view of the constantly widening gap between 
these two groups of countries. 


It made the following suggestion : 


The Community would propose to the Government of the United States and 
the United Kingdom that regular consultations, in which other countries or the 
specialized international agencies could join, be organized for the rapid working 
out of a coherent and efficient program of aid to the countries in course of 
development. 

In an interview reported on September 22, 1959 by the French 
newspaper Le Monde, Robert Marjolin, Vice President of the Com- 
mission was quoted as follows: 

It is also absolutely necessary that Europe share to a larger extent the re- 
sponsibility for increased aid to the underdeveloped countries. In addition, 
these problems should be the subject of regular discussions between the United 
States and Europe, in which the underdeveloped countries might increasingly 
be associated. 

It now remains to devise, in the immediate future, a practical means 
for enlisting such efforts within a rational framework. To this point 
this report shall later address itself. 

4. The climate of competition 

No department in the bureaucracy of the Community has a more dif- 
ficult, vital, or thankless job than that charged with the duty of creat- 
ing and maintaining a climate favorable to competition. With only 
about 100 persons to cope with long-entrenched anticompetitive att1- 
tudes, the Coenoetitions Group faces both massive and subtle threats to 
the spirit of the Rome Treaty. Its jurisdiction and mandate in par- 
ticular areas remain to be charted. Its enforcement machinery has 
yet to be created. Its support by the member states and important 
economic sectors has yet to be convincingly demonstrated. 

(a) Tax harmonization.—The objective of free competition with 
the Common Market postulates a generally comparable although not 
an equal tax burden in the several countries. ‘There are four major 
types of tax problems being confronted in the delicate attempt to 
create, without undue “dirigisme” or government intervention, the 
basic conditions of free and fair competition. 

(1) Internal taves: Although the treaty forbids in principle the im- 
position of internal charges on imports in excess of charges on do- 
mestic production, some of the countries which do not produce the 


“* Memorandum from the Commission to the Special Committee, I/Com(59) 123 rev. 
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specific product’ have imposed a tax on an import which could be 
considered competitive. For example, Benelux has levied a tax on 
imported wine—which is arguably competitive with domestic beer. 
The problem is one of adverse psychological impact. Its economic 
threat is limited since this type of tax cannot be imposed in the future; 
it is a one-occasion opportunity for “compensation.” 

(IL) Z'urnover taxes; Under the treaty the member states, which 
have a cumulative multistage tax system, with taxes levied on each 
transaction in the course of production, are allowed to set average rates 
for specific products. The first problem lies in the calculations result- 
ing in the average rates, since there is a large area for the exercise of 
arbitrary decision. The problem is serious because it is not a one-time 
affair; the averages are subject to recalculation. One Community 
official commented that in this area lay “a very great danger for the 
development of the Common Market.” The Community tax experts 
are meeting with national officials in an attempt to get agreement on 
principles, but there is a growing feeling that this problem is not 
capable of a satisfactory solution without a harmonization of the Six 
nations’ tax systems. One solution might be for all countries to adopt 
the ad valorem system used in France, where the only turnover tax 
eae is on the value of the product as sold to the consumer. 

Apart from the invitation to discrimination just described, the 
multistage turnover tax system is an artificial incentive to vertical 
integration and thus is a stimulus to distortion of competition within a 
country. 

Finally, so long as there are compensatory taxes and rebates—ap- 
plicable to products crossing national borders within the Commu- 
nity—there will be a need for manned frontiers. Although this would 
be true in the case of a unanimous use of the ad valorem system, the 
difficulties would, it is felt, not be so great. 

(IIT) Taxes on capital movements: Although convertibility did 
much to free the movement of foreign-held capital, there are still 
prohibitory bars and taxes for the removal of which the Community 
is laboring. As far as such problems as taxes on stock transactions 
are concerned, they are, the study mission was told, in the first stages 
of study. 

(IV) General tax levels: This isa problem of enormous complexity, 
both in philosophy and in mechanics. The differences in the tax sys- 
tems of the member nations vary greatly. For example, the burden 
of indirect taxes in the several countries ranges from 40 to 60 percent. 
The Commission recognizes that the chances of substantial harmoniz- 
ing of taxes are limited so long as the national governments have their 
own budgets. Moreover, the views on harmonization vary as much as 
do the tax systems. 

One school of thought holds the view that taxes and social charges 
should be considered together in any approach at harmonization, since 
some social charges are not included in general taxes. Another view 
is that wage levels should also be taken into consideration. Still an- 
other view is that decisions on harmonization should be limited to 
specific cases where payments balances are in persistent disequilibrium. 
Others feel that even if the total tax burdens of all members are 
harmonized, distortions between industries can arise from differing 
emphasis on particular taxes within a country. 
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The community officials are trying to obtain a realistic view of the 
extent to which tax differences can be tolerated in a common market 
by studying the experience in the United States, where over 50 per- 
cent, but certainly not all, of the charges have been harmonized. They 
are interested in finding out to what extent a higher tax burden is 
self-compensatory, in terms of providing more desirable production, 
living, transport, and other conditions. The search for the moment, 
therefore, is not for precise solutions but for a philosophical consensus. 

(b) Cartels—Perhaps the basic question in this area of regulation 
is: Who will win—the cartel-minded past or the competition-oriented 
future ? 

It would be a monument to futility if the hard-won steps of tariff 
and quota disarmament were to be quietly replaced by the private 
quota system of market-sharing agreements which effectively prevent 
others from entering the market, by price agreements which effectively 
cancel tariff reductions, or by agreements to hinder the right of 
establishment. 

The three specific problems being grappled with at this juncture 
are: (1) securing uniform interpretation of article 85 of the treaty; 
(2) devising adequate procedures for the detection of restrictive prac- 
tices; and (3) solving the problem of enforcement. 

Officials are convinced that restrictive practices exist. Indeed the 
air seems to be heavy with agreements, understandings, conversations, 
and alliances of vast implications. The Commission, however, is 
hamstrung in making investigations because it must work with the 
member states. Three of them (Belgium, Italy, and Luxembourg) 
have anticartel legislation only in the proposal stage. France has 
legislation but lacks adequate personnel to implement it. While West 
Germany and The Netherlands, on the other hand, have the legisla- 
tion, and excellent investigation facilities, they are not disposed to 
ang in the cartel field. They understandably want the honor to 

shared by all their partners. 

The Community officials, while awaiting the passage of legislation 
in the three countries named, are trying to develop procedures of co- 
ordination with national officials. Once the laws are on the books, 
there remains the question of enforcement and the roles played by the 
national courts and the Community’s Court of Justice. In any event, 
it is clear that the personnel of the Competition Group should be 
augmented, possibly under the direction of an official equivalent to 
the Attorney General in the United States, if section 85 is to become 
a living force. 

(c) State subsidies —The Commission is presently acquiring infor- 
mation on all member states’ tax exemptions and other aids to indus- 
try. It has also asked for advance information on proposed aids and, 
in the case of Belgian proposals to attract industry, has received 
them. It isexamining aids to shipbuilding. 

It should be recognized that the Commission has large power in 
this area. It can veto any state aid to industry regardless of its 
effect on trade, or, in the alternative, it can tentatively allow a pro- 
gram and reserve its veto. As will later be developed in this report, 
all members of the Six except Germany have comprehensive and ag- 
gressive systems of state aid to outside investment which invite 
careful scrutiny. 
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(d) Patent harmonization.—The possibility of a single “European 
patent” is at least being talked about by some. Euratom, which has 
an important section on patents in its treaty, and the EEC are jointly 
exploring the problem of uniform protection and licensing of patenta- 
ble ideas. 

(e) Public welfare—Another hidden boobytrap to competition lies 
in regulations in the fields of health and food, when their effort is 
to impose unnecessary limitation on mass production. All that the 
study mission can report is that the Commission has started work 
in this field. 

(f) Public tenders——Since all firms in all member nations should 
enjoy the right to equal participation in publicly financed projects, it 
is necessary to survey the laws of the various countries to see what dis- 
criminating provisions exist. This work also is connected with the 
issue of right of establishment. 


5. Monetary and fiscal policies 

Hovering in the background is the serious issue of the capacity of 
the Community to survive a prolonged recession in one or more of its 
member states, or, at the other pole, its ability to survive an extended 
period of growth and either inflation or the accumulation of extraordi- 
nary reserves in one or more member states. 

Indeed, one reason advanced by a continental European why the 
United Kingdom should not have joined the Common Market was 
that any drastic imbalance in its international monetary position 
would thrust too large a burden on the rest of the Community. 

As matters stand, even during prosperous times, the fact that 
Belgium is experiencing a 25 percent deficit in its budget is a cause 
for serious concern by the Six. If there were to be a general world- 
wide or European recession of any substantial depth or duration, the 
strains on the cohesive ability of the Community might prove too 
much to handle. This possibility enters into the thinking of busi- 
nessmen and officials in the Community who desire accelerated 
progress. 

The equipment provided by the Rome Treaty to deal with monetary 
and fiscal emergencies can only be described as modest. 

Article 67 articulates the aim of freedom from restrictions. But 
section 69 provides that this policy can be implemented only by unani- 
mous vote of the Council. Then article 70 calls for a progressive co- 
ordination of exchange policies, while allowing a state to take 
retaliatory action to “overcome these difficulties,” i.e., the difficulties 
caused by implementing the section. Article 71 is a pious hope that 
new exchange restrictions will be avoided. Article 72 requires that 
the Community be kept informed of capital movements. Article 73 
starts out by allowing a state to take “protective measures”; then it 
provides for revoking these by a qualified majority of the Council; 
next it allows a member in difficulty to take unilateral action if dis- 
turbances have a “secret or urgent character”; finally, it allows the 
Commission to force a modification or abolition of such measures. 

The Commission has been working for 4 or 5 months with the 
Monetary Committee to frame directives to liberalize the restrictions 
on direct investment, to force the movement of personal capital, and 
the capital movement of securities, 
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In the field of economic trends, article 103 states that each member’s 
policy is of common interest, that there shall be consultation with each 
other and with the Commission, but adds that a unanimous vote of 
the Council is required to take action. 

In the area of balance of payments each country, in article 104, 
agrees to strive for a policy to achieve equilibrium in its overall 
balance of payments, to maintain confidence in its currency, while 
maintaining a high level of employment and stable prices. This 
objective, however, is to be achieved by collaboration among govern- 
ments and their central banks, by review of the Monetary Committee, 
and by mutual assistance in case of difficulties. If a member decides 
to alter its exchange rate, all that seems to be provided for (article 
107) is that the Commission can allow other states to take protective 
measures. On the other hand, if other action is taken by a member 
state to deal with a crisis in its balance of payments, the Council by 
qualified majority (art.-109) may revoke the action taken. 

At the time of the study mission visit there was discussion of making 
mutual assistance dependent upon a recipient nation’s accepting the 
advice of the Commission. 

In budgetary policy the Rome Treaty is silent as far as specifics 
are concerned. Yet this is fundamental to the balance of payments 
issue. The reason is, of course, that there are six separate national 
sovereignties in the Community. Nevertheless, there is talk today 
of harmonizing budgetary policies. There have been frequent infor- 
mal discussions on budgetary problems at the Bank of International 
Settlements. Considerable discussion has revolved about the bold pro- 
— of Prof. Miiller Armack, the German State Secretary for 

nomic Affairs, for an Economic Policy Board for Europe (not 
just the Common Market) which would coordinate national economic 
policies and ultimately administer its own funds for anticyclical pur- 
poses. In this field, at the level of the Common Market, he has also 
proposed a subcabinet, “EEC Committee on Business Cycle Policy,” 
which may, to some extent, be implemented, providing a forum for 
advance discussion of proposed domestic economic plans of the member 
states. 

There has also been talk of a common currency for the Commu- 
nity. Leaders in the Community think this is inevitable and neces- 
sary; bankers tend to think that the day of a common currency is very 
remote, and that the consultation approach will fulfill the need for 
years to come. Recently, Belgian Foreign Minister Wigny proposed 
a “European Unit of Account” for such limited purposes as Com- 
munity budgets and EEC guaranteed loans. This, if adopted, could 
be a first step toward a common currency. 

The big question is whether, in the meantime, there is enough ma- 
chinery to deal with monetary and fiscal crises. 

6. Social policies 

With some 40 persons in the Common Market headquarters con- 
cerning themselves with the harmonization of social policies, the mag- 
nitude of their task can readily be recognized. Their domain covers 
employment, wages, and working conditions, occupational training, 
social security, accident and disease provisions, industrial hygiene, 
collective bargaining, and labor mobility. 
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Their chief functions lie in the realms of studies (delegated chiefly 
to experts), consultations (with member governments), and opinions 
(given to the Commission after consultation with representatives of 
aber and employers). 

Their aim is not to equalize wages and social conditions 1 in a crys- 
tallized form. Rather, in the words of one official, it is “a dynamic 
effort by the Six to enable them to reach the highest level of harmoni- 
zation by healthy competition.” They have no intent to try to con- 
trol wages, and prefer the results of collective bargaining; yet they 
wish to avoid the “distortion” caused by very low wages. For the 
time being, before labor can form effective supranational bargaining 
units, it is likely that wages generally will not undergo a substantial in- 
crease. But it isthe opinion of labor leaders that eventually labor will 
exercise more of an influence than has been the case in the separate 
countries. 

As for social benefits, the Commission intends not to strive for 
equalization, but to take into account the traditional approaches of 
the members. The philosophy seems to be to focus on the “total pack- 
age” of worker remuneration-and-benefits. The experts at the Com- 
munity headquarters have the opinion that the level of such a package 
does not vary, markedly, from country to country. 

Ultimately, there may well be considerable pressure to “level up” 
in all categories of wages, fringe benefits, and social security. This, 
of course, 1s an objective of the Community, but at the same time the 
possibility carries implications of inflation and of a diminished com- 

petitive threat to other nations. 

idemtion has been made of the progress in guaranteeing social 
security benefits to migrant workers. The Community leaders 
are now concerning themselves with labor mobility. They are ex- 
ploring the possibilities of a labor exchange to facilitate movement. 
Contrary to some earlier views, they do not contemplate dramatic 
mass migrations. They realize that mobility is not as great as in the 
wae States. There are built-in disadvantages—transportation 
costs, language, and culture barriers to adjustments, the probability 
of “coming 1ome” after a few years. In two words, expressed to 
the study mission, such temporary relocation is a ‘ “mixed bag.” 

The experts also realize that, even in southern Italy, it would not 
be a net gain if too many young people moved away, say, to West 
soneny- The resulting blow to productivity would be hard to 
cope with. 

What seems a more feasible objective than mass migration is, for 
example, a more limited relocation of Italian workers from the Ap- 
yenines, a poor crop area, to industrial centers within a hundred 

ilometers. 

Nevertheless, the fact remains that approximately a million work- 
ers in southern Italy are in excess of foreseeable requirements. 
Whether the training grants of the social fund and other efforts of the 
Community organization will be up to the task is one of the impor- 
tant questions for the future. 

In the meantime the Commission is sponsoring studies in such fields 
as the problems of agricultural workers and what constitutes equal 
pay and equal work. 
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7. External relations 


The Community, like any new born organism, is busy exploring 
the world. It is naturally anxious to be thought well of, and despite 
the almost overwhelming pressures of its internal problems, has 
shown, in the statements of its leaders, a consciousness of the necessity 
to be “liberal” and “outward looking” in its trade policies and to be 
concerned with nations in the course of development. President 
Hallstein’s proposals of September have been noted. They not only 
manifested a concern for greater and more coordinated effort on 
behalf of the underdeveloped nations, but suggested a contact com- 
mittee to work pragmatically on ways and means to arrive at a 
better relationship with other European nations. 

It must also be noted that in these proposals no role was assigned 
to the OKEC. There is at present an unfortunate gulf between the 
two organizations as a result of the emotional overtones surviving the 
Maudling negotiations. Significantly, the Common Market has no 
representative to OEEC. 

The relations between the Community and the GATT are uncertain 
at the writing of this report. The proof of this particular pudding 
will be made more clear at the eating—the forthcoming GATT nego- 
tiations at Geneva. In the meantime, the Community is participating 
in the work of three committees established by the GATT to explore 
the possibility of achieving a coordinated program of trade liberaliza- 
tion. At the time of the study mission’s field trip, the question of a 
representative to GATT was in the discussion stage . 

With regard to the United States, the Community is appreciatively 
cognizant of the past support it has received from it, and views the 
future with the hope that this attitude will continue. 

In the Community’s “Bulletin” for October-November 1959, in- 
creased cooperation between the Commission and the Council of 
Europe was reported. 

The external relations of the Community may be described as tenta- 
tive probings of good will against a background of uncertainty as to 
what kind of an entity it will become. The Benjamin Franklin from 
an upstart country met the same kind of problems. 


8. Political framework 


The two major structural questions relating to the Community are 
the popular election of the Parliamentary Assembly and the integra- 
tion of the Common Market, Euratom, and the Coal and Steel 
Community. 

The Parliamentary Assembly has deliberated on the question of 
popular election. Within the near future it is likely that a formula 
of election will be devised so that assembly members will be elected by 
the people of the member states. When this occurs, the balance of 
power in the Community will experience a significant shift. Candi- 
dates will run for the European Assembly on certain issues. When 
elected, they will feel free to speak for their respective nations with 
as much confidence as their national representative on the Council. 
This may result in a dilution of the national orientation and a 
strengthening of the supranational attitude, a weakening of the 
Council, and a reinforcement of the Commission. Eventually, the 
elected Parliament might even name the Council. The recent ex- 
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perience of the Coal and Steel Community, when the nationally 
elected Council refused to implement the recommendations of the 
Authority, has stimulated the desire of many for more practical 
supranationalism. 

On the other front, the object of many is a complete integration of 
the three institutions. They already have a common Parliament, 
Court of Justice, legal, statistical, and informational services. The 
reports of the three Cotes are being synchronized. Their leaders are 
meeting periodically. The stage is slowly being set for merger. 

Opposition to closer federation presently stems from General 
de Gaulle. He and Premier Debre are generally regarded as stanch 
nationalists. A more long range view might reveal two factors: the 
demonstrated capacity for pragmatism of de Gaulle; and the possi- 
bility of reconciling French nationalism with EEC supranationalism, 
When one is an important charter member of a club, he does not 
necessarily view the obligations of the club as opposed to his best 
interests. 

E. THE BASIC QUESTIONS 


The structure of the Common Market is so complex and raises so 
many challenging problems, that there is a danger of seeing only the 
trees and not the forest. As one backs away from the analysis, the 
big question marks center about the two questions: Can the dream 
of the European Economic Community survive? And, what will the 
effect be on other nations and other parts of the world? 


1. Internal survival 


When the first question is approached in terms of survival, it must 
be acknowledged that, no matter what happens, some remnants will 
survive. History is seldom obliterated. Rome has its ruins—some 
of them still usable. What is meant by survival is survival of the 
dream of a complete customs union plus thoroughgoing harmoniza- 
tion of commercial, economic, and social policies plus vigorous, effec- 
tive institutions. 

(a) Duration of general prosperity.—The first condition of sur- 
vival in this sense is the continuation of general prosperity in Europe 
for at least several more years, with attendant high levels of employ- 
ment, investment, and growth of gross national product. As has been 
noted in the section on monetary and fiscal policies, the machinery to 
deal with either a localized or generalized recession is not impressive. 
Not only would there be national pressures and economic sector pres- 
sures, but the strains on overseas territories would multiply. 

This is part of the explanation for the desire for expedition on the 
part of the Community’s spokesmen and of important industrial rep- 
resentatives. They realize that a crisis could stall the Community, 
reduce its pace, or reverse its direction. They hope to be able to face a 
crisis with proven and accepted institutions, codes of action, and 
increased central resources. 

(b) Duration of political support——Just as important a condition 
as prosperity is the present political support of de Gaulle and Ade- 
nauer, The popularity and power of both men have already enabled 
the nascent community to overcome the skepticism, if not hostility, of 
important industrial, banking, and business leaders, France has been 
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led like a reluctant steed to taste the waters of competition. Germany 
has been led, also like a reluctant steed, to submit to a Western saddle. 
A shrewd observer commented to the study mission that European in- 
tellectuals feel that they must travel as far as they can in a short 
time. 

This realization of the shortness of time cannot fail to affect the 
Community’s attitude to all external problems. It is not operating 
and growing in an atmosphere of security. While under the sword of 
Damocles, it is not apt to give great emphasis to external obligations. 
The hope of the outsiders—the Outer Seven, the rest of Europe, the 
underdeveloped nations, the United States, and the rest of the free 
world—is that assuredness in survival will soon provide the Commu- 
nity with the opportunities to look toward external obligations. 

eo) Overcoming internal stresses —The third variable in the riddle 
of survival is the impact of internal stresses. There is sure to be a 
revolution in the organization and attitudes of business, wholly apart 
from competition from other member countries. Within countries 
there will be increased specialization and efficiency ; the other side of 
the coin spells attrition, absorption, and liquidation of inefficient en- 
terprises. Mass production means mass distribution, and mass distri- 
bution means the decline of the small specialty retail shop. Some 
industries within a nation will find themselves hard pressed. Labor 
unions may fear substantial immigration of low paid labor. Industry 
may fight the effective implementation of the “rules for competition.” 
Farmers may fight the imports of agricultural commodites and the 
attempts at redesigning the structure of European agriculture. Mem- 
ber governments may fight attempts to change and “harmonize” laws, 
tax systems, social policies, and interference with budgetary planning. 
They may invoke the reservations and escape clauses of the Rome 
Treaty. 

After all, one implication of the Common Market is a cultural revo- 
lution in an arena where attitudes, customs, and folkways are centuries 
old. In this sense, the six nations have a more difficult task than did 
the Thirteen Colonies. 

The next few years will see Europe once again a battlefield—but a 
battlefield where the issues are drawn between nationalists and supra- 
nationalists ; between laissez faire and central planning ; between trade 
liberalism and protectionism ; between industry and agriculture. Who 
wins how much and how soon may depend on such outside political 

ssibilities as the relaxation of the cold war and subsequent depolar- 
ization of the world. 


2. External impact 

Every study of the Common Market voices strong concern of the 
outsider over its potential impact on the rest of the world. AI 
analyses resemble throwing darts in the dark at a moving target that 
has not been completed. 

The basic decisions on tariffs and quotas have yet to be made. On 
these decisions depend the whole direction and impact of the Com- 
munity. The interna] adjustments, procedures, attitudes, and institu- 
tions have not yet crystallized. Trade and production structures and 
price levels lie in the future. 
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Nevertheless, it is incumbent on any student of the scene to look as 
far ahead as possible. Two comments should preface any such prog- 
nostication. The first is that the existing studies of impact viewed 
by the study mission are fragmentary, outdated, or hedged about with 
many assumptions. This is not to criticize these efforts; it is only to 
indicate that there is a compelling need for up-to-date, comprehensive, 
and continuing studies of impact. Certainl there should be more 
complete analysis, as far, at least, as the United States is concerned, 
before the beginning of the GATT negotiations at Geneva in the fall 
of 1960. 

The second prefatory comment is that most impact analyses do not 
pay adequate recognition to the probability that many of the antici- 
pated results would flow from European economic development in the 
absence of the Common Market. There would be the irritations of 
tariffs and quotas. There would be increased productivity in some 
fields, diminished imports in others, and more effective competition 
in others. There would be increased investment by American firms 
in Europe. There is probably no way in which the influence of the 
Rome Treaty itself could be isolated and estimated. It is well, how- 
ever, for the observer to keep a sense of perspective in analyzing 
prospective impact, by realizing that many of the trends might have 
occurred in any event—in greater or lesser degree. 

(a) On the Sia, the Seven, and the rest of Europe.—The study mis- 
sion is relying on the September 1959 issue of the “Economic Bulletin 
for Europe,” published by the United Nations Economic Commission 
for Europe.“ By way of background, it should be noted at the out- 
set that Western Europe to a substantial degree trades with itself. 
Less than half of all its exports in 1958 went outside the area. Sec- 
ondly, in 1958, 53 percent of the Community’s European exports went 
to itself, while 38 percent went to the Outer Seven. On the other 
hand, 48 percent of the Outer Seven’s European exports went to the 
Community, while 38 percent went to itself, Each European coun- 
try carries on a major part of its trade with the two leaders, West 
Germany and the United Kingdom. The smaller countries near each 
of the large countries carry on a very marked degree of intra-Euro- 
pean trade largely because of their proximity. They include Scandi- 
navia, Benelux, Austria, and Switzerland. 

The trends antedating the Common Market featured the falling 
share of foods and crude materials in intra-Western European trade; 
the efforts of West Germany to develop overseas markets; the efforts 
of the United Kingdom to develop continental markets; and the 
rapid expansion of trade between France and West Germany. These 
tendencies, according to the U.N. Commission for Europe, are ex- 
pected to persist. 

The assumptions made by the U.N. Commission are that exports of 
manufactured goods by the Six to the Seven (and by the Seven to the 
Six) are most vulnerable to its discriminatory tariff arrangements; 
that small countries, with a high degree of industrial development, 
having industrial specialties, are “used to coping with sudden changes 
in terms on which they are permitted to trade in foreign markets;” “ 


Vol. 11, No. 2, pp. 7-16. 
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that a low-tariff country with highly specialized products will find the 
trade-diverting effects of new preferences outweighing their new im- 
port bills produced by trade-creating effects; while the trade-creating 
effect will dominate in the case of such relatively high-tariff countries 
as France, Italy, and West Germany, where many industries of each 
country may complement rather than duplicate the industries of the 
other. 

Given this background and these assumptions, the U.N. Commission 
analyzes the probable impact on the Outer Seven, on the Common 
Market, and on the other nations of Europe: 

The United Kingdom and Western Germany.—While West Ger- 
many will have less of a tariff preference in the Outer Seven than 
West Germany will have in the Six, it should reap most of the benefit 
of the trade deflection of its six partners since their intratrade is al- 
ready specialized. Although the value of trade at stake is greater 
for West Germany than for the United Kingdom, both Austria and 
Switzerland (two good customers) have the ties of tradition, language, 
and easy transport. Germany’s hold on its United Kingdom market 
and the latter’s hold on the German market are equally subject to de- 
flection. While Germany may enjoy a more expanding market in the 
Six than the United Kingdom in the Seven, Germany will face 
greater competition for it in the Six than will the United Kingdom 
in the Seven. The conclusion of the U.N. Commission is that “the 
ultimate impact on the exports of the two countries may not be very 
different.** 

Switzerland, with specialized products, and already accustomed to 
low import duties, is not expected to experience any important net 
change in its trade position. 

Austria will be, to quite a degree, stabilized in its present trade 
patterns with the Six because of proximity and tradition, although 
it may lose some of its exports to the Community, since its manu- 
factured products are not highly specialized. But its exports of 
food and crude materials are not likely to suffer much discrimination. 

Denmark insured itself against damage by obtaining an agreement 
from the United Kingdom to abolish the tariff on bacon, one-half of 
its exports to Britain. Furthermore, it is expected to be able to in- 
crease its export of industrial goods. 

Norway also obtained a guarantee of outlets for its list. Moreover, 
its chemicals and paper, because of natural advantages, are expected 
to retain their market in the Community. 

Sweden’s exports to the Outer Seven are expected to increase, while 
retaining much of its exports to the Community in the paper and 
timber field. 

Portugal will undergo some deflection of trade from the Community 
but not much since exports are largely food and raw materials, 

The other European countries are relatively unimportant in intra- 
European trade. Four-fifths of their exports are of food and crude 
materials. They stand to benefit if the West European economy, as 
a whole, attains a more rapid rate of growth. 

To pass now to a consideration of the other members of the Six, 
West Germany’s prospects having been previously analyzed in con- 
junction with its opposite number, the United Kingdom: 


* Op. cit., p. 13 
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Belgium and Luxembourg apparently will be little affected in final 
result, having already adjusted to their association with The Nether- 
lands and already exporting three times as much to the Community 
as to the free trade area. The U.N. Commission does not feel that 
the impact of the new higher external tariff on their imports will be 
very great. 

The Netherlands, although exporting much in the line of food prod- 
ucts, has rapidly increased in industrial production and exports. Its 
competitive position is strong and what losses may be sustained in the 
Belgium-Luxembourg market will be more than compensated by in- 
creased exports to France and Italy. Moreover, to the extent that 
its exports are specialties, it may be able to survive discriminatory 
measures. Its large exports of oil products to the free trade area are 
not expected to be greatly affected. 

France exports most of its manufactures to West Germany and 
Belgium-Luxembourg. Its imports of manufactures come largely 
from West Germany. Considerable expansion of mutual trade be- 
tween West Germany and France is expected because of the trade- 
creation effects of the EEC as it applies to them. France’s import 
bill should rise, French exports to both its most important customers 
in the Outer Seven, Switzerland and the United Kingdom, will be 
subjected to some diversion. On the other hand, the concessions given 
to France in connection with the Rome Treaty, such as the cereals 
contract with Germany and the Development Fund for Overseas 
Territories, are substantial counterweights. 

/taly exports foodstuffs to the United Kingdom and Switzerland 
in far greater measure than manufactures and is thus less vulnerable 
to diversion than France, or West Germany, while standing to gain 
much by market expansion within the Community. 

If this U.N. Commission analysis is a reasonable one, the conclusion 
follows that on the basis of economics there is no justification for pre- 
dicting serious disadvantage for either group or for the rest of Europe. 
To the extent that the external tariff of the Community and the ex- 
ternal tariffs of each of the Seven are on the low side, and to the extent 
that quantitative restrictions are removed, this estimate can be even 
more positive. 

While not enough time has elapsed to test this analysis, it isa ground 
for hope that the statistics for the first 5 months of 1959 indicate that 
the increase of imports to the Community from other OEEC countries 
was greater by 15 percent than during the same period in 1958, and, 
in fact, was a greater increase than occurred in the trade between 
the member countries,*° 

(b) On the United States.—The feelings of the American observer, 
as he contemplates the future of the Common Market are mixed. He 
is gratified to note the increasing economic and political strength of 
firm allies. This is what he has striven for since the birth of the 
Marshall plan. But he is concerned over the logical result—in- 
creased competition in trade. He is slow to appreciate the fact that 
the world of 1965 will be a world of many aggressive competitors, 
whereas the years immediately after World War II saw the 
United States as the only efficient, free, mass producer. The world of 
multitrade imposes far different problems than a world of unitrade. 


Statistical Telegram of the European Communities, July 17, 1959. 
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The US. citizen also tends to forget that, Common Market or not, 
competition was bound to increase as the West recovered. 

With these observations, the following qualifications are made as to 
the probable impact of the Common Market on the United States, 
again recognizing that the materials are far from definitive. 

(1) U.S. exports: The consensus of opinion available to the study 
mission is that in the long run, U.S. exports to the Common Market 
countries will increase. In testimony submitted to the Ways and 
Means Committee of the House of Representatives in 1957, Prof. 
Gottfried Haberler stated *° that if the Criitinda Market achieved its 
objective of being a complete customs union— 


* * * we can be pretty sure that the favorable effects of trade creation will out- 
weigh the unfavorable effects of trade diversion. 


Testifying in 1959 before the Joint Economic Committee,” Prof. 
Emile Despres stated : . 


Growth of productivity and real income in these countries will be accompanied 
by expansion both in their volume of exports and in their demand for imports. 


Tibor Scitovsky, testifying at the same hearing, stated: 


The immediate effects are likely to be unfavorable; but in the long run, when 
the Community is fully established, the favorable effects may well affect the 
unfavorable ones or may even outweigh them. 


In his study on “The First Effects of the Common Market,” * Dr. 
Howard S. Piquet concludes: 


If the European Common Market achieves its objective of a strong and steadily 
expanding European economy, American exporters should benefit. 


In the short run, however, the effects are thought to be somewhat 
unfavorable. Professor Despres * further testified : 


So far as the effects on our own trade, U.S. trade, with the Common Market 
countries are concerned, I think it is fair to say the displacement effects of the 
discrimination element in the Common Market will be slight, largely because 
the major portion of our exports to these countries is of complementary products, 
not competitive products. About one-third of our exports to the Common Market 
countries are of manufactures. The rest are primary products—agricultural 
goods, coal, and so on. 


Professor Scitovsky further elaborated on the short-run impact: * 


The products affected are only those that the European countries can produce 
themselves in sufficient quantities, which means primarily manufactures and 
coal and steel. In 1958, total U.S. exports to the Six countries amounted to less 
than $3 billion ; and only $1.5 billion of this was coal and steel and manufactures. 
How great a part of these vulnerable $1.5 billion U.S. exports will be affected is 
impossible to estimate without detailed analysis. A rough estimate (made some 
time ago by Professor Verdoorn of the Rotterdam School of Economics) of the 
reduction in Common Market imports from all outside countries, when applied 
proportionately to the U.S. share, would give a $200 million reduction in U.S. 
exports. 


By contrast it is useful to note Under Secretary of State Dillon’s 
estimate that the trade liberalization measures introduced in Western 
Europe in 1959 were worth between $300 million and $400 million 


5 “Compendium of Papers on U.S. Foreign Trade Policy,” p. 479. 
5! Hearings, “Employment, Growth, and Price Levels,” pt. oP 1031. 
53‘‘The European Common Market, American Management Association, 1958,” p. 159. 
oe Committee hearings, “Employment, Growth, and Price Levels,” pt. V, 
pp. 1019-1020. 
wo ten Economic Committee hearings, “Employment, Growth, and Price Levels,” pt. 
, p. 1049. 
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annually to the United States, with a similar amount being involved 
in restrictions still in effect.** 

The estimate of U.S. advantage would be vastly improved if the 
Common Market were to adopt liberal measures in the agricultural 
sector. Professor Despres states the economic case for this observa- 
tion.*° 


In the case of our agricultural exports, it is clear that the underlying long- 
run economic possibilities for expansion are extremely large. Just as the growth 
of productivity in Western Europe has been most marked in such fields as metal 
products, machinery, and vehicles, the broad sector of our economy which in 
the past two decades has shown the most spectacular gain in productivity, both 
absolutely and in relation to productivity trends abroad has been agriculture. 
If actual patterns of trade were permitted to adjust to these divergent trends 
in productivity, and to the resulting shift in the structure of comparative advan- 
tage, there can be little doubt that the increasing competition of Western Euro- 
pean manufactured exports in world markets would go hand in hand with rapidly 
growing demands in Western Europe for imported agricultural products, and 
that the United States would be the largest beneficiary of this growth of demand. 
Comparison of Western European with American food consumption patterns 
shows their much higher caloric intake from potatoes and grains, with correspond- 
ingly lower consumption of meat and dairy products. Since growth in real 
income carries with it an increasing demand for costlier foods, it is clear that 
the combination of expanding manufacturing activity and real incomes abroad 
and strikingly rapid gains in agricultural productivity here create vast under- 
lying, longrun economic possibilities for expansion of American agricultural 
exports to the Common Market countries (and to other Western European 
countries). 


In this field, however, the pressures of protectionism are too great 
to expect the free operation of the laws of comparative advantage. It 
should, however, be an objective of U.S. policy to encourage develop- 
ments along this line. 

Another factor bearing on the U.S. export position is the attitude of 
the Common Market countries toward their reserve positions. They 
are approaching the point—indeed, some may have reached the point— 
where they will see the desirability of increasing their investments. 
As Professor Scitovsky said : *” 


For a country to hold too large reserves is just as wasteful as it is for an 
individual to keep too much money on a non-interest-bearing checking account; 
and the Common Market countries are not so well off that they could afford such 
luxury. An export surplus constitutes savings that, instead of being produc- 
tively invested, are being hoarded in an unproductive way. People in the 
countries of the EEC are supremely conscious of the need and use for investment 
to expand their economies; and the establishment of the Common Market will 
provide plenty of additional opportunities for new investment. It is reasonable 
to expect therefore that national governments and the EEC authorities alike will 
wish to encourage such investment and to accept the elimination of their export 
surplus as the cost of additional investment. 

If the Common Market countries do use their improved economic position to 
step up investment, their demand for imported capital equipment, especially 
U.S. equipment, is bound to rise; just as the increased income of consumers in 
these countries is bound to raise their demand for imported consumers goods. 


Dr. Piquet, in his 1958 study,** pointed out that the U.S. industries 
which would be affected in exports “will be those that are best able to 
adjust to such a situation” (i.e., competition for the market in the 


% New York Times, Dec. 12, 1959, p. 6. 

an” Economic Committee hearings, “Employment, Growth, and Price Levels,” pt. V, 
p. 1034. 

* Joint Beconomic Committe hearings, op. cit., p. 1051. 

8 Op. cit., p. 125. 
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Community). He added the comment that the time period of 12 to 
15 years was “an ample period in which to make adjustments.” 

His conclusions can be summarized as follows: 

(a) The products on which there will be no appreciable impact are 
coal, raw cotton, steel mill products, iron and steel scrap. (After all, 
coal and steel products are already in a Common Market, the European 
Coal and Steel Community.) 

(6) The lines most affected will be such manufactured goods as 
industrial machinery, electrical machinery, machine tools, automo- 
biles, and certain chemicals. 

With reference to industrial machinery, Dr. Piquet makes the 
comment: 


Notwithstanding the fact that the United States has a cost advantage in the 
production of many kinds of machinery, it seems evident that it has not stressed 
the importance of exports to Europe.” 

His conclusion on electrical machinery is that the U.S. share will not 
undergo a large increase but that exports, in absolute terms, will in- 
crease. In machine tools and office machinery, he anticipates an in- 
creased demand as automation spreads. Although the automobile 
market will expand, the U.S. share is expected to decline 12 to 4 per- 
cent for passenger cars and 15 to 7 percent for commercial vehicles. 
The outlook for chemicals is a shortrun loss, but with possibility of 
gaining in the long run. As for aircraft, U.S. sales depend more on 
military and political factors than on terms of trade. 

(c) There will be shifts in export lines, determined by the changed 
structure of European industry. ior example, there may be fewer 
exports to Benelux, which will be increasing its tariff to the average, 
and more exports in accordance with demand in France and Italy, 
which will be reducing theirs. 

One of the important variables in any such estimate of the export 
picture of the United States may be the “will to export.” In testify- 
ing before the Joint Economic Committee, Prof. Charles P. Kindle- 
berger stated : °° 


* * * The horizon of American business has been lifted from the national scene 
to an international scene. 


Again, he added: 


In heavy electrical equipment, airplane engines, automobile design, European 
innovation proceeds faster than American, and U.S. producers seem ponderous— 
slow to make decisions, and far from daring—in their attempts at imitation.” 


Dr. Piquet concludes this study with this observation : 


American industry has not cultivated, to the utmost, the potentialities of the 
European market. If it will view the European market as something more im- 
portant than a convenient sales outlet at times when the home market is not 
at its peak, it cannot fail to look forward confidently to the future. 


In an article entitled “World Trade—A Challenge,” Nate White, 
business and financial editor of the Christian Science Monitor, 
writes: % 


® Op. cit., p. 141. 

© Op. cit., p. 951. 

@ Op. cit., pp. 956-957. 

e op. cit., p. 159. 

® Christian Science Monitor, Nov. 28, 1959. 
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Evidence indicates that the U.S. mahufacturer who wishes to sell to the world 
market is not as up to date as he should be on his market and product re- 
search. He is attempting to sell to the consumer overseas the product which 
he sells in the U.S. national market. His product may not be what is wanted, 
or it may not be as good as a competitor’s. * * * 

What seems to be needed is better product research, consumer research, and 
marketing research of overseas markets by the U.S. firms which hope to serve 
these markets. Such research would indicate quality, type, design, price pref- 
erences and would enable U.S. manufacturers to do a better job of meeting the 
stiff competition which they are now getting and will continue to get from 
Italian, Japanese, British, German, French, and Dutch manufacturers. 


Mr. White also quoted Frank A. Southard, Jr., U.S. executive 
director of the International Monetary Fund ‘and special assistant 
to the Secretary of the Treasury as saying: 

If it is necessary, and I believe it is, for American industry to increase its 
sales in foreign markets, a major effort will be called for. 

This effort will need to be directed not only to meeting price competition but 
to offering products which, particularly in the case of consumer goods, meet the 
requirements of foreign buyers as well as or better than the products of our 
competitors. 

Finally, as recently as December 22, the Assistant Secretary of 
Commerce for International A ffairs, Henry J. Kearns, stated that sales 
methods and a lack of competitiveness in short-term and medium- 
term credit had hindered the sales of American goods abroad. 

(Il) Zmports: The study mission found fewer attempts to predict 
impact on imports as a result of the Common Market than in the case 
of exports. Undoubtedly the reason is that as far as imports into the 
United States are concerned, the determining factors are not subject 
to any sharp focus, such as changes in outside and inside tariff levels. 
Imports wil depend on areas where new, mass production industries 
arise, on design, on price levels abroad and in the United States, on 
U.S. tariff levels, and on the extent to which mass distribution is 
feasible. 

To the extent that analysis of impact on U.S. exports is sound, light 
is also shed on impact on imports. That is, where U.S. industries 
are expected to do well in exports notwithstanding tariff differen- 
tials, there is no doubt of their doing well in competition both in the 
domestic market and in third countries. 

The postwar years have seen U.S. merchandise imports from West- 
ern Europe increase from 12.2 percent of total imports in 1947 to 
22.2 percent in 1957.°° 

This trend is a result of European recovery and is not related to the 
existence of the Common Market. The ac celeration of larger indus- 
trial complexes, which can achieve side economies, however, will in- 
crease imports in products which are labor intensive and where in- 
novations of style and design are appealing. 

On the other hand, productivity in many industrial products is 
largely a function of research and mechanization; and in this field 
American industry has available to it many times the research oP 
paratus of European countries. This observation does not appl 
the labor intensive industries since the average labor cost in EC 
countries varies from 65 to 95 cents per hour while the U.S. average 
is approximately $2.45. 


“ New York Times, Dec. 23, 1959. 

* “Implications of the Shift in the U.S. Balance of pyar Prof. Randall Hinshaw, 
reprinted in Joint Beonomic Committee hearings, op. cit. * 
. stitate, _uguete Common Market, Report No. 3, December 1958, Stanford Research 
ns Pp. 
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The attraction of style and design presents a mixed picture. The 
case of the small car is an exam 5 With the advent of the U.S. 
compact car, there would seem to be coming into play the kind of in- 
novation (or imitation) which is the life of competition. Moreover, 
as Professor Scitovsky points out: 

American firms, with their established goodwill and distribution and servicing 
network within the United States, are in the best position to import European- 
made products into this country; and if the development of the EEC does in- 
crease European exports to the United States, American-owned firms may well 
be among the main beneficiaries.” 

Finally, there will be compensatory influences at work no matter 
what fiscal and price policies are followed by the Common Market 
countries. If price increases take place, and past experience has 
shown more rapid price increases in the overall Common Market area 
than in the United States, the competitive threat is accordingly 
lessened. If prices remain stable but income rises, the demand will 
increase in the Common Market for imports, including U.S. imports. 

It seems appropriate to conclude this section by repeating what was 
said earlier, that there is a lack of data on this important subject of 
impact. This defect should be remedied by the executive branch if 
the United States is to be able to negotiate intelligently and plan with 
foresight. 

(IIL) Competition in third countries: There will be increasin 
competition for third markets between the Community and the Uni 
States, particularly in South America and Africa. In Africa there 
will be close political and economic ties because of the preferences 
granted the overseas territories. To some extent, the United States 
will benefit from Common Market purchases of raw materials from 
primar oe countries, since those countries will have dollars 
with which to purchase from the United States.” 

An important caveat must be made in discussing Common Market 
exports both to the United States and to other countries. It may be 
that the degree of competition between producers of export goods 
outside the Common Market will differ from that existing in produe- 
tion for markets within the Six. GATT notes” that the Rome 
Treaty contains no provision concerning competition in exports to 
third countries, and that, notwithstanding creation of the Coal and 
Steel Common Market, steel exporters in five of the six countries made 
an agreement to fix minimum prices for steel exports. As a result, ex- 
port prices have been higher and price increases more rapid than 
within the Community. 

A byproduct of increased activity by the Common Market in such 
countries may also be greater economic stability and prosperity, with 
consequently fewer demands for loan or grant assistance. 

(IV) U.S. investment in Europe: Some observers feel that they 
have made a new discovery when they take note of the current activity 
of American firms establishing plants or joining in partnership enter- 
prises within the Common Market. Here again perspective is needed. 


* Op. cit., p. 1050. 

* Op. cit., p. 1050. 

® Joint Bconomic Committe, op. cit., Ri 1034. 
% Trade Intelligence Paper No. 6, p. 21. 








92 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


Between 1950 and 1956, direct private investment in both the Com- 
mon Market countries and in the United Kingdom doubled. Here are 
the figures : ™ 


Value for U.S. direct investment in Western Europe, 1950-56 














1956 
Country 1950 1954 1955 Mining Manu-| Public Other 
Total and Petro- | factur-| utili- | Trade | indus- 
smelt- | leum ing ties tries 
ing 
Western Europe....| 1,720 2,639 | 3,004 3, 493 44 994 1, 835 45 311 264 
Belgium... _.- 65 116 134 150 |__...- 38 re | 21 3 
France. _....... 217 334 376 426 6 136 230 5 19 30 
Germany.._...-. 204 293 332 G8  hiciicaus lll BEE Ledatoce 42 30 
EN 5 bihd aimee 63 126 157 Oe Fadbdviaiod 107 56 1 7 33 
Netherlands... 84 140 162 BER. icoccbdue 102 | oe a 25 13 
United King- 

dom.....-. 847 1, 257 1, 426 1, 599 3 279 1,039 25 140 113 
Other countries 241 374 417 508 17 221 147 5 58 23 


By the end of 1957, the direct private investment in Western Europe 
was $3.99 billion.” This is approximately one-sixth of all direct pri- 

vate investment abroad. 

The value of investment in Western Europe has steadily increased, 
from $170 million a year for 1946-50, to $220 million a year for 19: 50-53, 
to $310 million a year for 1953-55, to $500 million a year for 1955-57." 

Although the data on developments since the formation of the 
Common Market are incomplete, the evidence is all to the effect that 
the pace has accelerated. The study mission was told by bankers in 
France that current inquiries and closed deals were both rising. In 
Belgium it received precise data which is included in the report in the 
discussion of Belgian attitudes. In Italy it merely received a plea for 
more American investment. It received the impression that activity 
in West Germany was about at the same level as that in France. It 
was told that there was much new investment in the United Kingdom. 

The Wall Street Journal cited Department of Commerce experts 
who estimated that the flow of direct private investment to Ger- 
many, France, Italy, Holland, and Belgium in the first half of 1959 
was three times the rate of 1958. 

It is well to point out, however, that out of a recent net increase in 
the Common Market countries of several hundred million dollars a 
year, according to Professor Scitovsky,’® “* * * actual American cap- 
ital that went to the six countries for direct investment over the past 
2 years was of the order of a hundred million dollars. * * * The 
reason why this is so small is that there seems to be a tendency on 
the part of American businessmen to raise quite a lot of the capital in 
Europe itself.” He further testified that he believed that the trend 
of raising the major part of the capital in Europe would continue. 

The primary motive is to “get in on the ground floor” of the vast 
market that is in the process of dev eloping. A secondary motive is to 


™ Statistical Abstract of the United States, ieee, P: R68. 

™ Expanding Private Investment for Free World Economie Growth, U.S. Department of 
State, April 1959, p. 36. 

7 Loc. cit. 

% Dec. 3, 1959. 

at Economic Committee hearings on Employment, Growth, and Price Levels, 1959, 
pt. 5, p. 1038. 
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protect existing European markets. A third motive may be to relo- 
cate labor-intensive production in areas in which labor is cheaper rela- 
tive to capital than it is in the United States. 

The impact of local incentives for American investment is increas- 
ingly influential. The situation may be approaching the supreme 
irony of intense competition in measures to distort competition. 

A brief review of current activities illustrates this problem. 

In the section of Belgium in this report, a description of new indus- 
try-attracting legislation is included. To this must be added an 
administrative ruling giving American executives income tax relief.” 

Luxembourg has only recently established a program including free 
land, free installation of utilities, subsidized buildings, subsidized 
loans for machinery, and reductions in corporate income taxes. The 
Luxembourg Board of Industrial Development has established an 
office in New York. 

France has broadened the promotional effort of the Comite France- 
Dollar, and recently created a Foreign Investments Office to help U.S. 
businessmen cut redtape. A new French-U.S. treaty has been pre- 

ared, which includes long-term loans, exemptions for real estate and 
vanes taxes, favorable prices for sites in new industrial parks, and 
accelerated amortization. 

The Netherlands, through the Dutch-American Industrial Corp., 
specializes in quick service in accommodating new investors. Its other 
weapons include discounts on land purchases, loans at low interest, 
construction subsidies, and abbreviated amortization. 

In Italy, the Southern Italy Development Fund stands ready to give 
credits up to 80 percent of land, plant, and.equipment, with 20 percent 
in some areas contributed as a gift, together with working capital 
loans, 

Only Germany has, as a nation, with its short labor supply, ab- 
stained from the investment incentive steeplechase. 

To an increasing extent, American firms are engaging in joint en- 
terprises with a local partner. To this is added an American tax 
incentive, which seems to the study mission highly superfluous. There 
are also certain informal advantages. The faster pace of the Ameri- 
can businessman is expected and accepted. He is frequently more free 
of restrictions, such as exchange controls, than his European opposite 
number. Finally, he brings to the European scene his training and 
experience in large-scale production and distribution. 

The two limiting factors at the moment, which do not seem to be 
exercising noticeable influence, are labor shortages in some areas and 
a tendency to create overcapacity in some industries. It may be that 
in time such limiting factors will result in a leveling off or a decline 
in new American investment in Europe. 

The study mission is unable to report on the precise nature of the 
impact of this kind of investment on the United States. It is, for 
example, unable to say whether this investment represents lost jobs 
for Americans or merely a broader base for American firms; whether 


7 This and remaining data on incentives are drawn from an article in the Dec. 16, 
1959, issue of the Wall Street Journal. 
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this means a new source of import competition for domestic firms or 
greater profits for American firms in European and third markets 

Accordingly, it will recommend that continuing analysis of the 1 im- 
pact of this kind of investment on the United States be made, 

(c) On underdeveloped countries.—The principal source relied upon 
by the study mission to project the impact of the Common Market 
on underdeveloped areas is a GATT publication, entitled “The Pos- 
sible Impact of the European Economic Community, in Particular 
the Common Market, Upon World Trade.” 

It notes that Western Europe’s unports of primary products are 
spread among more countries and more commodities than U.S. im- 
ports. Western I wUrope as a whole accounted for 45 percent of the 
total value of exports of the primary producing areas, being almost 
equally split among the Six and the Seven."* The importance of 
continued prosperity and growth of Europe to the nonindustrial 
areas was noted. 

The second observation is directed toward the effect of the granting 
of preferences to its trading partners and territories: 

In this connection, the events of recent years indicate that such arrangements 
do not necessarily result in serious diversions of trade. The diversionary effect 
of such arrangements upon the channels of trade is strongest during periods of 
deviining activity or falling prices and values, but is smaller, even negligible, 
during periods of continued buoyancy in business conditions.” 

Finally, after applying detailed data, and stated assumptions, the 
following comparison is made: 

(1) Assuming no Common Market, the GNP of the six countries 
would have increased by 90 percent by 1973-75. The assumed net in- 
crease in imports of primary products would be only 21 percent over 
1953-5 

(2) ‘Anonminas that an increase of GNP of 103 percent were made 
ae by the “Common Market, its net imports of fuels and raw 
materials would exceed the requirements based on the above calcula- 
tion by $650 million a year. The qualification is added that the de- 
velopment of nuclear energy as envisioned by Euratom would more 
than compensate for this increase by making possible savings of $700 
million in fuel imports. However, the study mission be lieves that in 
the absence of a dramatic breakthrough i in the development of nuclear 
energy, this estimate is overoptimistic, 

The United Nations Economic Commission for Europe c orroborates 
this general estimate in its “Economic Survey of Europe in 1957” 
(ch. V) and in a more recent review in its ‘September 1959 Eco- 
nomic bulletin for Europe which summarized its earlier analysis: © 

This analysis led to the conclusion that the modifications in trade flows aris- 
ing from the formation of the EEC would be of small importance when regarded 
in relation to the problems likely to arise as a result of the very different export 
prospects of individual overseas primary-producing countries which are a conse- 
quence of their production and export structures. Countries exporting petroleum 
and basic. metals, as well as those exporting tropical foods and beverages, an 
peared to have relatively favourable prospects, while those exporting foodstuffs 
which compete directly with European production or exporting agricultural raw 
materials could expect no significant increase in sales to Western Europe. 


™ Trade Intelligence Paper No. 6, Geneva, December 1957. 

7% Op. cit., p. 7. 

% Op cit., p. 8. Data substantiating this point are adduced from trade between North 
America and the dollar countries of Latin America, between European and overseas 
sterling areas, and between continental Western Europe and its overseas territories, during 
and following the Korean boom. 

* Vol. 11, No. 2, p. 10. 
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(d) On Eastern European Countries.—The United Nations Eco- 
nomic Commission for Europe ® observes that the Six and the Seven 
have similar import patterns with the Eastern European area. The im- 
ports are concentrated on foods, fuels, and raw materials. In general, 
therefore, only a relatively small proportion is threatened by the pros- 
pective trade diversion effects of preferential tariff reductions for 
manufactured goods. 

The adverse effects are expected to fall most heavily on imports from 

Eastern Germany and Czechoslovakia, which have no large exportable 
surpluses of either food or crude materials. Hungary and Poland, 
which are attempting to expand their exports of manufactures, will 
probably face increasing difficulty. 
_ There may be the possibility of increased exports of food to the Com- 
mon Market if a Community trade policy with Eastern Europe and 
the Soviet Union is formulated, but the protectionist pressures in agri- 
culture noted earlier in this report may limit sharply any such at- 
tempts. 

The prospects of increasing exports of basic chemicals were deemed 
favorable because of present and prospective low tariffs; to the extent 
that they were processed before export to the Six and the Seven, their 
chances are less favorable. There was thought to be an opportunity 
for the export of some Eastern German and Czechoslovakian ma- 
chinery of a high degree of specialization. Paper and textiles were 
mentioned as possible areas of export increase. 

Two general factors may operate to increase the level of East-West 
trade in Europe. The first is accelerated economic growth of the Six 
and the Seven, which may provide more markets in an absolute sense, 
though a declining share. The second factor is a byproduct of the 
economic dualism in Europe. As the U.N. Commission notes: 


* * * They (the two groups) may be encouraged to explore actively other 


markets, including those in Eastern Europe and the Soviet Union. Such a 
trend is already visible in the Common Market, and it might develop further 
as the common trade policy envisaged toward Eastern Europe is worked out.” 


IV. Tue Srocknotm ConvenTtTioN—TuHE Ovrer SEVEN 
A. INTRODUCTORY REMARKS 


The Stockholm Convention (which the signers hope will be rati- 
fied by their respective Parliaments by March 1, 1960) is designed to 
fit the limited, functional objectives of liberalizing trade among the 
Seven by cutting tariffs and quotas at the same rate at the Six. The 
Free Trade Association does not attempt to establish an organic 
structure with political, social and institutional arrangements. Nor 
does it set up a common external tariff or a customs union. The docu- 
ment initialed at Stockholm is therefore less formidable, more re- 
stricted in its language than the Treaty of Rome—and less indicative 
of the long-range objectives of the Seven. A clue to their objectives 
is contained in a resolution adopted at the time of the signing of the 
Convention. This resolution points to the successful cooperation 
achieved within the framework of the OEEC for over a decade and 
pledges the Seven “to do all in their power to avoid a new division 





*1 Meonomie Bulletin for Europe, vol. 11, No. 2, pp. 44-46. 
8 Economic Bulletin for Europe, vol. 11, No. 2, p. 46. 
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in Europe.” The resolution stresses that the Seven nations view 
their association as merely “a step toward an agreement between all 
member countries of the OEEC.” 

The step is a major one, and its importance should not be measured 
solely in terms of what is contemplated, and to some extent already 

achieved under the Treaty of Rome. The economic, as well as philo- 
sophical approach of the European Community and the Free Trade 
Association is fundamentally different. A meaningful comparison 
must be made in terms of the objectives of each, rather than those set 
for them by nonparticipants. This narrows the basis for economic 
comparison, the analogy to internal trade and tariff arrangements, 
which, for the time being at least, are all the two really have in com- 
mon. 

Given the fact that the Seven would not agree to use free trade as 
an instrument for political integration, the formation of the Free 
Trade Association is nevertheless a forward thrust toward liberal- 
ization. It reflects an impulse to break away, partially at least, from 
internal protectionist policies and to make some collective effort toward 
worldwide free trade. With few exceptions, the provisions of the 
Stockholm agreement were easily predictable. Lacking a central 
authority, resisting, as they did, any surrender of state sovereignty, 
shunning any form of political and social integration, declining to 
“clobalize” in a true sense the trade and tariff “benefits accruing to 
themselves, the Seven could scarcely offer more than is set forth in 
their convention document. The central question is whether their 
incentive and mutual trust are strong enough to enable them to reach 
their own goals and to enlarge them. 

Miriam Camps, in her competent analysis of the Free Trade Asso- 
ciation, has stated that the three immediate, short-range motiv es are 
(a) to "hold the “outer” countries together and prev ent a series of 
bilateral agreements; (0) to show that a free trade area is a practical 
and workable arrangement; and (c) to retain sufficient flexibility to 
make possible future accommodation with the Common Market. "The 
third motivation is generally agreed as the strongest and most widely 
accepted among the Outer Seven. 

The disproportion of space given in this report to the Common 
Market, as opposed to that given the free trade area, is inevitable. 
The study mission has desired to be scrupulously fair in its reporting 
of both groupings. The Stockholm Convention is a document only a 
third as long as the Treaty of Rome, and consists of 44 articles, 7 
annexes, and a few connected documents. This agreement is sum- 
marized in detail in the Appendix (Appendix H). Secondly, its 
internal mechanism is much simpler. Thirdly, it has not yet begun 
to operate. Finally, it must be noted that much analysis of ‘the 
thinking, the problems, and the effect of the free trade area has been 
covered in the sections dealing with the Maudling negotiations, the 
external impact on the Six, the Seven, and the rest of Europe, and 
country attitudes, particularly those of the United Kingdom and 
Denmark. 
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The following is a brief condensation of the provisions of the Stock- 
holm Convention : 


B. BRIEF SUMMARY OF THE STOCKHOLM CONVENTION 


1. Principles 


The objective is to promote “a sustained expansion of economic ac- 
tivity, full employment, increased productivity, and the rational use 
of resources, financial stability, and continuous improvement in livin 
standards.” The principle of “fair competition” is also establishe 


%. Removal of tariffs and quotas 


The removal of internal tariffs and quotas on industrial goods is 
scheduled to keep pace with the Common Market. A 20 percent tariff 
cut is due July 1, 1960. Eight successive cuts of 10 percent within 
the Association are to lead to removal of all import duties by Janua 
1970, at the latest. Import quotas are to be progressively increased. 
As in the Common Market, global quotas will be set (July 1, 1960) 
and increased 20 percent annually, moving toward removal of restric- 
tions by 1970. 

A fundamental difference between the Common Market and the 
Association lies in the decision of the Seven to retain their own 
tariffs against other countries of the world. No external tariffs are 
established. Precautions are taken to minimize injury from “deflec- 
tion of trade” by setting certain conditions under which goods will 
receive free trade benefits within the area of the Association. Goods 
produced by certain processes within the area will qualify. The free 
trade benefits will also apply to goods if not more than 50 percent of 
their value consists of nonarea materials. 


3. Agriculture 


Tariff cuts contained in the bilateral agreements between Denmark 
and Sweden and between Britain and Denmark will be extended to 
all Seven nations. Britain has also made certain tariff concessions 
on fish. The Treaty aocument states that the objective is to provide 
reasonable reciprocity to those member states whose economies de- 
pend to a large extent on agricultural exports. 


4. Freedom of movement and capital 


The member states recognize freedom of establishment to the degree 
ROneeeeN to help insure the success of liberalized trade. No provision 
is made for free movement of capital or labor. 


§. Policies toward competition 


The policies and rules of competition are the chief internal regula- 
tions of the free trade area. There isa flat prohibition on export sub- 
sidies. Nationalized industries—all industries under public owner- 
ship—are required to compete fairly. The objective is to insure that 
governments do not give the kind of protection to domestic producers 
that is not permissible by means of tariff and quota restrictions. So 
far, there are no rules such as those in the Common Market dealing 
with cartels. If injury results from the import of dumped or sub- 
sidized products into one State from another, the former may take 
remedial action consistent with its own international obligations. 
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6. Coordination of laws and policies 

The members of the association acknowledge that the internal eco- 
nomic and financial policies of each affect the group as a whole. But 
there is no commitment to harmonization of laws and policies. The 
Council is empowered to make recommendations by unanimous de- 
cision where greater harmonization is essential to smooth function- 
ing of the Association. Although there is no general agreement to 
achieve balance in overall international payments, an escape clause, 
similar to that in the Common Market Treaty, provides that a State 
that is in ot rey difficulty may impose quantitative imports re- 
strictions and that the Council, by majority vote, after 18 months, 
may take what further action is necessary. Similarly, there is no 
integrated plan to aid workers or industries in distress as a result of 
freer trade. An escape clause nevertheless provides a remedy through 
quota adjustments and additional Council action if the trouble con- 
tinues for 18 months. 


. Institutions 

In allowing each state maximum freedom consistent with the com- 
mon objective of achieving free trade, the association holds external 
and institutional authority to a minimum. The consultation and 
complaints procedures is the avenue of approach to the Council, com- 
posed of a representative from each of the Seven nations. In some 
specified instances, the Council may make decisions but its primary 
power is to recommend remedial action. It acts unanimously except 
m certain cases. It may set up examining committees to weigh com- 
plaints and the Council’s recommendation on complaints can be agreed 
oe by a majority of four of the Seven. The other principal oc- 

‘asion when only a majority vote applies is on recommendations con- 
cerning use of the escape clauses. 
8. Overseas territories 

The Convention applies primarily to European territories of the 
members (with specified exceptions) and leaves to the Council the fu- 
ture determination (which must be made unanimously) whether non- 
European territories for which a member is responsible may be in- 
cluded. 

C. INTERNAL IMPACT 


The Stockholm agreement was to some extent a concert of con- 
venience. It reflected also the British capacity for coming to grips 
with facts as they are and with problems as they arise—a capacity 
which had much to do with the consummation of the EFTA and 
which may well have a great deal to do with making it a workable 
instrument. At the same time it is in sharp contrast to the EEC’s 
policy of working out common policies in advance and makes it difli- 
cult to judge at this time the internal impact of the EFTA 
arrangements. 

Deals, rather than policies, governed the British bilateral tariff 
agreements with ‘the various Scandinavian countries. The immediate 
impact is on the United Kingdom. Domestic interests are leery of 
damage from the British tariff cut in pork products, British industry 
fears it will get the brunt of competition from Swedish paper prod- 
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ucts and the British as well as the Norwegians have yet to settle some 
differences on fisheries. It will require stamina on all sides to resist 
retreat, from these bilateral arrangements. The real impact will be 
felt when and if a greater effort is made to develop common policies 
on removal of tariffs, quotas and other barriers against agricultural 
and fisheries products. These are now exempt from the provisions 
for dismantling restrictions on industrial goods. (On the latter, as 
has been pointed out, the tariff and quota cuts are scheduled to kee 
pace with reductions in the Common Market. ) 

One of the chief obstacles to Franco-British agreement during the 
Maudling negotiations was French insistence on harmonized tariffs 
and British difficulty in accepting them. French apprehension cen- 
tered on fear of trade deflections and distorted competition which 
could result from wide tariff differences among member countries. 
The French felt that these dangers could only be averted by a com- 
mon external tariff. The British wanted to place more reliance on 
the self-discipline of partners to balance the disparities in internal 
tariffs and to prevent widespread differences in the costs of materials 
and semimanufactured imports from outside the Free Trade Area. 

The British position (which is now the modus oe of the 
EFTA) must be implemented by a system of origin controls. In other 
words a system must be established to prevent a third country from 
shipping goods into one of the low-tariff nations among the Seven, 
as a way of getting them in, duty free, to a high-tariff country such as 
Britain. 

The origins control system is admittedly a brake on free trade. Its 
effects are going to be felt increasingly by the Seven nations due to 
widely differing tariff schedules. Austria, Portugal, and the 
United Kingdom have relatively high tariffs. Denmark, Sweden, and 
Switzerland have generally low tariffs and Norway falls between the 
two groups. 

In order to enjoy trade benefits within the EFTA, the Seven mem- 
bers must therefore fulfill certain conditions in trading with outside 
countries. These conditions are set forth in rules for detection of 
goods in terms of origin. The rules are known as the percentage rule 
and the alternative process rule. 

A clear example of how the percentage rule could be applied in prac- 
tice, is contained in an article carried in the New York Times of 
December 14, 1959." 


The origins problem arose because an outside country, for example the United 
States, could ship goods into low-tariff Sweden to have them reshipped duty 
free into Britain, the ultimate target of sale. 

To solve the problem, the Outer Seven have agreed on the 50 percent rule. 
That is, a manufactured item will receive free trade treatment only if it is 
wholly produced within the area or if at least 50 percent of its value was added 
by manufacture within the area. 

For example, a Swedish manufacturer of plastic products imports his chemi- 
cals from Germany with almost no Swedish tariff. He has a good product and 
wants to break into the British and Austrian and Swiss markets. 

But his chemical raw materials represent about 55 percent of the price of his 
product. It does not qualify for free-trade treatment. 


* Dispatch from Stockholm, by Edwin Dale, Jr., dated Dec. 13, 1959, 
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DEAL I8 PROPOSED 


So he goes to his German supplier and proposes a deal. He says that if the 
Germans will cut their price enough to bring his raw material cost down below 
60 percent they have a good chance of selling him a lot more chemicals in the 
future. And if they do not there is always the chance of buying the chemicals 
from Britain. 

Thus, in one sense Germany is doubly discriminated against. But in another 
sense the German company has the opportunity of selling more than ever to 
Sweden—though probably at a lower price and profit margin. 

Unfortunately, however, the consumer gets no benefit, for if the Swedish plastic 
maker cuts his prices because of lower raw material costs then his raw mate- 
rial will once more amount to more than 50 percent of the price. 

In an age of technology and specialization, companies all over Europe use not 
only imported raw materials on which tariffs are low everywhere, but, far more 
important, imported semimanufactures. And tariffs vary widely among the 
countries on finished goods and “semis.” Thus, the possible ramifications of the 
two trading systems are almost infinite in their complexity and even puzzling to 
each individual company. 

The process rule is less limited in its application. It was devised 
to prevent an influx of cheap textiles from entering the area by appli- 
cation of a processing test. 

The impact of these rules and whether internal friction will prove 
inflammable, will, as has been stated, depend to a great extent on 
British accommodation to discomforts and disadvantages. 


V. Survey or Country AtrrirupEs 
A. INTRODUCTION 


If there is any unique contribution which a congressional study mis- 
sion can make to such a subject as the “economic politics” of Europe, 
it lies in the reporting of conversations with officials, leaders of the 
banking, industrial, and labor fraternities, and keen observers of the 
current scene. Such a study mission has available to it the services 
of the specialists in the U.S. embassies and the good offices of the 
governments visited. It is under no pressure to make news and, if it 
can gain some measure of confidence on the part of those who are inter- 
viewed, it can gain insights which can be of value. To merit this con- 
fidence remarks cannot be attributed to persons, organizations, or na- 
tional governments. Although detailed notes of most conversations 
were taken, assurances were given and received in good faith that this 
rule would be followed. 

After some 20 preliminary conferences held in the United States, 
featuring interviews with representatives of eight countries at the 
September meeting of the World Bank and International Monetary 
Fund, the following schedule of conferences took place: 





Country Interviews People 
involved 





DDE hig iikelntnhieetineegemebertinds ste pbalipephedywnndinbteeth< 18 29 
a a aa ee te ol ae at 4 27 
EE ida skbisat Uadadesidiinabbabal iddestedhadosntebecnsvswadusbbe bacec 11 35 
SN ditidnidinbpandipuguindaanhaanmcntadhieindte en dabukieetgies ducintn donna te ll 27 
i dit cininnainen tepennetncgddpauntbecden ddbeamenaietamananaks adibae 19 67 
iihdnahithdpakadicntenidbinienbnakncetiedaddlbbstwnides tethadabiniien nnd 24 89 
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Not every country in either the Six or the Seven was visited. No 
implication is intended that all points of view were discovered or that 
there was no one left unvisited who could have added valuable com- 
ments. In the aggregate, however, the study mission feels that its 
thermometer was exposed long enough to take a reasonably fair 
temperature reading. 

B. MEMBERS OF THE SIX 
1. French attitudes 


History is perhaps more important in explaining the current 
climate of opinion on the Common Market in France than in any 
other country. The trend of opinion most frequently encountered was 
that “We’ve just taken what was for us a giant step. Don’t push us 
too hard.” Or, as one prominent businessman said, in referring to the 
problem of accommodation with the Outer Seven, “Don’t shake the 
babv too hard.” 

This attitude, at least on the part of many businessmen, cannot be 
dismissed as intransigence. It is, in fact, for France, a highly liberal 
attitude. 

The study mission was often reminded of the tradition of decades of 
protection, stemming at least from the days of Colbert. The basic 
political fact was, according to businessmen, the traditional political 

wer of French agriculture, which resulted in tariffs and high costs 
of food and raw materials. Moreover, industry was traditionally 
taxed at a high rate. The tariff-tax combination led in turn to an 
industrial demand for protection. 

Moreover, there are demographic factors. After 1820, France began 
to experience a long continued low birth rate. Indeed, it is difficult 
to recall that a hundred years ago France was a nation of 25 million, 
while Germany was one of only "12 million. Today France’s popula- 
tion is 44 million while West Germany’s is almost 52 million. 

After World War II French thinkers and leaders saw the need to 
break out of the chrysalis of protectionism. But the latter days of 
the Fourth Republic were times of instability, futility, disillusion- 
ment in existing institutions, and, on the part of the career civil 
service officials—who were endeavoring to chart a new course for 
France—extreme frustration. Forward-looking ideas proposed by 
resnonsible French officials sowed seeds but did not reap harvests. 

Several French thinkers and leaders had labored long for their 
vision of European unification when the European Defense Commun- 
ity suffered defeat at the hands of the French Assembly. In retro- 
spect, it is amazing that the forces of European integration could 
recoup their losses so quickly—this time through an economic rather 
than an avowedly political or military medium. The Suez crisis 
served as a catalyst, proving to many French thinkers the futility of 
a divided Europe. 

It required, however, the political power of the de Gaulle govern- 
ment to supply the motive for cohesion. This motive, strongly second- 
ed by Chancellor Adenauer, was Franco-German amity, mingled with 
the desires to see a strong Europe, and a strong France in a strong 
Europe. 

It was not enough for France to sign the Treaty of Rome. Her eco- 
nomic house had first to be put in order if she were to be able to fulfill 
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her treaty obligations. General de Gaulle was fortunate in having as 
his Minister of Finance Antoine Pinay, who saw clearly and pursued 
resolutely the measures needed to place France on a sound financial 
footing. It was his decision that resulted in a “surgical” rather than 
a “medical” approach, to France’s ills. The drastic devaluation of 
the franc was the result. It should be added that the difficult transi- 
tion was also aided by an excellent and trained group of administrative 
officials. Policy positions are often held by experts. 

Throughout this period French industry was apprehensive. Yet 
circumstances were developing, the effect of which would be startling. 
A period of consolidation of industry and attrition of marginal pro- 
ducers was taking place. The French steel industry, which had timor- 
ously entered the European Coal and Steel Community, was proving 
itself dramatically competitive with the best in Europe. Even the coal 
industry was seen to be competitive. The birth rate was taking a 
turn for the better. North Africa was yielding promises of new 
energy sources. 

The results to date, in terms of French business psychology, are 
dramatic. There is a new confidence. As one spokesman put it, 
instead of being petulant for protection “like an old lady with her 
jewels,” French business today is “perky if not belligerent.” As a 
matter of fact, it has called for a more rapid pace in tariff reduction 
than that specified in the Rome Treaty. But it draws a line on 
thoroughgoing European integration. 

When the study mission was in Paris, the national French business 
organization, the Patronat Francaise made these points: 

1. The Outer Seven is an unworkable concept which cannot possibly 
cause any threat to the Common Market. 

2. The Outer Seven and the Six represent irreconcilable basic ideas. 

3. The oft-repeated statement of the Outer Seven that they do not 
wish to start an economic war in Europe reveals, in fact, a “secret 
hope to see this risk taken seriously.” But the Patronat writer dis- 
counts their ability to make war. 

4, The idea of the economic unity of all Europe is just a “facade.” 

5. “Nothing in the project of the Seven can be considered as a step 
forward along the road of European economic cooperation.” 

These points reflect the same kind of bias against British policies 
that the study mission encountered in many of its interviews, The 
reasons given for the bias varied and some were conflicting. Some 
felt let down by the British in the Suez crisis. Some felt that the 
bias was stronger in the business community. Others pointed out that 
in the summer of 1959 eight times as many French citizens visited 
Germany as visited England. There was a lingering feeling by some 
that the United Kingdom, in pressing for a Europewide free trade 
area in 1957-58, was really trying to prevent the creation of the 
Common Market. Still others felt that, although this might not be 
true, Britain had been wholly unrealistic in insisting on retaining its 
system of commonwealth preferences. And some, such as the Patro- 
nat, felt that the Outer Seven represented an artificial entity, forced on 
the smaller members by Great Britain. The ironic situation exists 
that there is today a closer rapport, both at the popular and top levels, 
between the ancient enemies, France and Germany, than between the 
old allies, France and Great Britain, 
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As for labor, the largest numerical force is the CGT, a Communist 
union, which opposes economic integration. But the membership, as 
far as specific issues are concerned, 1s relatively nominal. The work- 
ers are not vociferous. On the other hand the Force Oeuvriere and 
the Christian-Catholic Union, the two other major labor groupings, 
support economic integration. In fact many among their leaders 
would have preferred a more supranational organization than that 
provided by the Rome Treaty, something more along the lines of the 
European Coal and Steel Community. 

The Communist-dominated unions in Italy parallel the CGT in 
opposing integration and harmonization of policies. The major 
British and Scandinavian trade unions, for reasons apart from those 
of the Communist-led groups in France and Italy, have also been 
less than enthusiastic about economic integration. 

The expected result of the Common Market, in the minds of these 
moderate labor leadérs, is a greater unity of continental European 
labor in its claims and goals. Perhaps this will not mean as great 
an effort to equalize wages and working conditions as had been 
thought. The study mission found considerable opinion to the effect 
that the overall wage-fringe benefits level was nearer uniformity in 
the Six than had been supposed. Labor leaders realize that they have 
a difficult role ahead in balancing these conflicting objectives: (1) 
protecting their workers; (2) making it possible | to sell goods at 
competitive prices; and (35) providing as full employment as is pos- 
sible. While they downplay talk of concerted strike action, they fore- 
see ultimately a lar ger role for organized labor. 

They count on their international trade union organizations to help 
soften or eliminate the pressures of low-paid Italian workers moving 
into France and softening the labor market by the easy acceptance 
of substandard wages. They do not foresee mass migrations despite 
the mobility features of the Common Market. 

They foresee the danger of uneconomic cartelization and avow their 
determination to press for the application of the somewhat vague 
provisions of the Treaty of Rome. 

They rely greatly on the effectiveness of the Social Fund and the 
European Investment Bank to soften the transition of employees from 
affected industries into more competitive industries. 

They hope also that in the labor amalgam of the Six the Commu- 
nist unions of France and Italy will have a diminished importance. 

While expressing these hopes, these leaders recognize that the voice 
of labor in the European Economic Community is a limited one. 
They are members of the Economic and Social Council, and are there- 
fore consulted on major problems. They also can arrange for such 
problems to be discussed in the European Parliamentary Assembly. 
But their major influence must come through the pressure they are 
able to exert on their own governments, 

Organized labor also has a common office in Brussels, with a perma- 
nent secretary. Under the auspices of this office, occasional trade 
union conferences are held, the most recent in November 1959. 

What the study mission did not probe was the probable effects of 
the new and massive infusions into the labor foree which will take 
place after 1961, because of the dramatically increased birth rate. 
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This is, however, a factor of French strength which will be increas- 
ingly evident. 

Finally, as far as French moderate unionism is concerned, it ap- 
proaches the turbulent future with optimism, and with a determina- 
tion to solve problems as they arise, industry by industry, and com- 
modity by commodity. This philosophy applies not only to the 
affected industry problem but to that of competition from low-wage 
countries including Japan and the Iron Curtain countries, and to 
that of dumping of products at or near cost. 

As for investment in France, although accurate figures are not in 
the possession of the study mission, it is obvious that considerable 
activity is taking place. ‘Talks with several bankers revealed many 
current inquiries on the part of American interests and a number of 
closed transactions, with a greater recent tendency toward bringing 
in French partners. The figure of 150 American firms in France was 
mentioned, without a precise time period being given. One spokes- 
man thought that the new American starts in France and German 
were about equal. Another referred to the new interest in French oil 
and gas, by saying that Paris was now the oil capital of the world. 
There was no feeling that this movement would soon suffer attrition 
because of lack of labor or interested local partners. 

The big internal question marks ahead revolve about Algeria, possi- 
ble agricultural competition from Greece and Turkey if they are 
admitted as associate members, continued stability of the franc, placat- 
ing of French agriculture, and the extent of internal pressures from 
the many still highly protected segments of French industry. Finally, 
should mass distribution and merchandising begin to cut into the busi- 
ness of the innumerable small specialized shops of France, the political 
pressures generated would pose a severe test to the determination and 
fortitude of the leaders of French Government, industry, and labor. 

The big external question mark is whether France will remain 
adamant about refusing to encourage any special arrangement with the 
Outer Seven. On this issue France certainly is the key, so long as 
Germany, under Adenauer, places French-German intimacy in a 

riority policy position. Much is said to hinge on the thoughts of 
Gasive’ de Gaulle. By most he is said to be content to see the Com- 
mon Market remain merely an instrument of coordination, not of 
integration. But by some he is said to be capable of changing his 
position to greater progress toward moves spelling federation. And 
no one, tracing his positions on Algeria, can write off the possibility of 
some future de Gaulle proposal for bridging the gap between the Six 
and the Seven. Such would have to await settlement of the Algerian 
problem, continued confidence in French industry, and a period of 
smoothing of French hackles. Should these events and conditions 
occur, there is probably enough latent interest in a broader outlook 
to make a change of policy feasible. 


2. German attitudes 

The only firm conclusion about German attitudes that can be drawn 
from the study mission’s conference is that they reflect clearly the 
ambivalent economic position of Germany, which exports far more to 
the Outer Seven than to its partners in the Community. This does 
not mean that there is any prospect for a major policy reversal during 
the Adenauer regime. But there exists a remarkable diversity of 
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views in the governmental bureauracy, in the political field, and in the 
business community. This augurs the penuh of a German initia- 
tive in future policy decisions of the Community—but not in the 
immediate future. 

(a) The baste political aim: The political aspect of German atti- 
tudes toward the Common Market is, at the moment, a dominant one. 
As one official asserted, the politics of the European economic scene 
will outweigh the purely economic factors so long as there is a Soviet 
threat. In retrospect, he continued, the last war was fought for the 
unification of Europe. Today, he concluded, “Europe is not an in- 
vention; it is a necessity.” On this basic philosophy, most Germans 
are today agreed. The desire of Chancellor Adenauer to see his 
country increasingly westward oriented is well known and widely 
supported. 

This attitude explains the price paid by West Germany for the 
Common Market—the wheat agreement with France, inclusion of the 
overseas territories, the social fund, the development assistance for 
low-income areas, the principle of equal pay, escape clauses, etc. 

It also helps explain what is regarded as Adenauer’s greatest 
achievement—the termination of French-German enmity, not only at 
policy levels but, so far as the study mission could observe, at the 
grassroots. 

The major division on the basic political thinking is with the So- 
cialist Party, which, although it supported the Rome Treaty, sub- 
ordinates European integration to unification of Germany. 

(b) External economic relations: When the subject changes to a 
discussion of contentment with the status quo, there is a greater degree 
of variety of opinion. 

Chancellor Adenauer is represented as being content with the Six, 
without qualification. 

His Economic Minister, Herr Erhard, has long been regarded as an 
apostle of more liberal trade, without the apparatus of institutions. 
While he now accepts the Common Market, he hopes to broaden its 
relations on the most liberal basis, not only with the free trade area, 
but with all nations. 

Other German officials, while not following Erhard, nevertheless go 
beyond the Chancellor in their thinking, hoping to build, if not a 
“bridge,” either a “tunnel” or a “series of homogeneous piers” for a 
bridge. The latter suggestion is similar to EEC President Hall- 
stein’s pragmatic approach. 

There is, on the part of many German officials and private citizens, 
a respect and appreciation for the United Kingdom. On the political 
level, this was embodied in the comment of an official that the British 
Commonwealth was not “artificial” but constituted an asset for the 
free world. The study mission was told that difficulties in Anglo- 
German relations had been exaggerated in the press. On the economic 
level, businessmen and officials express themselves as “greatly con- 
cerned.” Many reflect a determination to come to a solution in time. 
Indeed, one statement made to the study mission was that it was an 
objective of German policy to unite the two groups, on principles ac- 
ceptable to GATT. 

he time qualifications should not be omitted. German leaders are 
not seized with too strong a sense of urgency. They do not want to 
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press too hard. They realize that France will probably not be able 
to take too different a posture until more progress is made on the 
Algerian problem. The analogy of a former French oflicial is sympa- 
thetically quoted—“France has just opened the bottle of economic 
freedom; now you want her to down it in one gulp.” 

(c) Inte nal community problems: The German business commu- 
nity is making the best of a second best situation. It is not unenthu- 
siastic about the Common Market—it looks forward to a doubling of 
demand in Europe—but its views on specific problems it is now facing 
indicate the area of future argument and stress. 

Against a background of a greater recent increase of imports from 
its five partners than of exports to them, German business leaders are 
restive against continuing high tariffs and low quotas in France and 
Italy. They point out that a 10-percent cut of a 40-percent tariff 
leaves a 36-percent tariff which is still formidable. 

In conversations with German business leaders, the study mission 
was told that whereas about 80 percent of German tariffs were under 
10 percent, only 24 percent of French tariffs were in that category; 
and that, on the other hand, only 2 percent of German taritis were 
over 15 percent, while 64 percent of French tariffs exceeded 1) per- 
cent, 

The French and Italian quotas were mentioned in connection with 
their impact on the German automobile and chemical industries. 
What was described as a “creaking of the machinery” was an instance 
when France gave Germany such belated notice of quotas affecting 
the Volkswagen that it did not have time to make the necessary ar- 
rangements. The German business and government community re- 
acted to what apparently was a delicate situation in a most restrained 
manner. 

The German business attitude toward cartels foreshadows a conflict 
with the Community’s bureaucracy im an area of key importance. The 
businessmen frankly state their basic assumption : an association, “en- 
tente,” or an “arrangement” is not bad just because it is a c¢: artel. 
They feel that the Rome Treaty, which merely states principles, is 
usable only in a period of transition. They feel that uniformly ap- 
plicable specific regulations are required before industry is made to 
come to heel; otherwise, the industry subject to the strongest national 
law on the subject will be discriminated against. Therefore, they 
have pressed for such regulations. Although there is a German law 
on the books, they have fought its implementation. They also point 
to the language of article 85 of the Rome Treaty which prohibits re- 
straints or competition “within the Common Market” and ask: When 
can it be said that. a cartel is oriented toward foreign trade? What 
does “within the Common Market” mean ? 

These attitudes find concrete implementation in an apparent trend 
toward reconcentration of the iron, steel, and coal industries, which 
have, since May 16, 1950, been subject to an avowed policy of decon- 
centration of the Allied High Commission. 

The issue of common currency is equally controversial, although 
much more remote. Some governmental officials and businessmen 
think that the Rome Treaty is weak on this issue, with each central 
bank having its own discount policy, and no machinery provided for 
achieving coordination or unity. On the other hand, bankers feel that 
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this is impracticable so long as a government has “the sovereign right 
to inflate.” They feel that adequate coordination is being achieved 
through consultation among the central banks in the forum of the 
Bank for International Settlements in Basel. The day of a common 
currency, in their eyes, is exceedingly remote. Nevertheless, Finance 
Minister Etzel initiated talks with his opposite numbers in the fall 
of 1959 to make progress in coordinating budgetary policy. 

Business has definite ideas about “harmonization.” It feels that 
the only areas for government intervention are taxes and social serv- 
ices. Private enterprise must, in their view, be free to make their 
costs competitive. They stress the point that wages must be left free 
for bargaining, and each government should be free to adopt its own 
xopulation policy. They are apprehensive that unions will want to 
Semaaie upward to a common level in every category of benefit when 
in their opinion only the total “packages” should be considered. 
They foresee the adoption of the “equal pay” principle which would 
affect substantially both the electrical-electronic and textile industries, 
Some observers are predicting that within a few years German 
workers will be demanding larger housing facilities to replace the 
present cramped apartments. Industrial leaders stress the point with 
regard to the free movement of labor that, as the immigration of East 
Germans diminishes, they are already inviting the inflow of Italian 
labor with one paid trip home a year, 

Like most European businessmen, the Germans prefer not to think 
of the problem of Japanese competition. Those who are willing to 
face it, however, recognize that they will have to deal with the problem 
in other ways than exclusion. Recently the importation of Japanese 
textiles reached the level of $40 million a year. While current satis- 
factory conditions in that industry were meeting complaints, the 
problem still exists. 

The impact of the eventual external common tariff is not feared. 
There will be some increases in costs of raw materials, which most 
businessmen feel are unnecessary. Nevertheless, while envying the 
United Kingdom for its low raw materials and food costs, they recog- 
nize the entrenched position of German farmers, They apparently 
are willing to pay the price of higher food costs in return for the 
generally conservative political orientation characterizing the rural 
community. 


3. Italian attitudes 


(a) Basic political attitude: The most striking fact about Italian 
opinion toward the Common Market is that Italy, a high tariff na- 
tion that might be expected to face harsher adjustments than Ger- 
many and Benelux, and without the precise political orientation of 
France, is nevertheless perhaps the best partner to date. Its govern- 
ment and business leaders have supported the Common Market both 
in principle and in the hard details of tariff reduction and quota 
enlargement.*° 





8 Italy's reluctance on the French proposal to double next year’s tariff cuts from 10 to 
20 percent, on the Commission’s proposal to extend the next round of tariff cuts worldwide, 
and on progress toward a common agricultural policy may change this current assessment. 
In view of its own economic problems, however, the record to date is still impressive. 
(Report of recent position in New York Times, Nov. 23, 1959.) 
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Italy’s dedication stems partly from its exposed territorial position. 
It feels with fervor the need for a strong and united Europe. This 
feeling, as will be illustrated later, does not exhaust its loyalties to 
broader allegiances. 

The chief dissidents regarding the policy of Common Market sup- 
port are the Communists. ‘The several centrist parties, including the 
strong Christian Democratic Party, favor the position. Even the 
Communist labor union, CGLIL, has not actively opposed it. 

(6) Reasons for Common Market support: Apart from the basic 
political orientation above described, Italy’s general support of the 
Community has roots in several different factors. 

(1) Its leading industries have been prepared for an emergence 
from protectionism and autarchic self-sufficiency. Increasingly since 
1948, industries such as automobiles, mechanical products, and chemi- 
cals, have adopted modern methods and large scale operations. 
Even the steel industry, which might be expected to fear the power 
of the Ruhr, has deveioped contidence as the result of its experience 
in the Coal and Steel Community. The lure of large markets is in- 
creasingly appealing at a time when the importance of agriculture 
is diminishing. 

(11) From the labor point of view, several factors combine to favor 
the Common Market. The labor supply is plentiful, too plenti- 
ful. It is “supple,” with the rural population capable of easy adapta- 
tion to industrial procedures. The total wage differential, social 
benefits included, is not too great, compared to Italy's partners. The 
existence of the social fund for vocational training will be of specific 
help to Italy’s pressing problems in southern Italy. 

(111) The Market is favored by conservatives and centrists by 
reason of their hopes that association with the other five nations will 
bulwark Italy against pressure from the left. 

(IV) A final factor is that Italy’s economic house has been put in 
order. Its gross national product has been increasing 5 percent « year 
since the war, even having an increase of 4 percent in 1958 when most 
of Europe could boast only 2 percent. Its balance of payments has 
changed from a serious deficit in 1948 to the point where it now has 
reserves of about $3 billion. It has had a balanced budget since 1947, 
with a small debt, a stable lira, and a slightly declining cost of living, 
combined with an increase in wages because of an increase in pro- 
ductivity of 4 to 5 percent a year. The real income of the 
average employed worker has risen from a base index of 100 in 1953 
to 123 in 1959. 

(c) External attitudes: The prevalent Italian attitude of responsi- 
ble government and business leaders can best be described by the over- 
used phrase, “outward looking.” 

Italians are conscious of the need to establish a better arrangement 
with the Outer Seven. This attitude is dictated by both economic and 
political reasons. Half of Italy’s exports go to non-Common Markets. 
Its Under Secretary of Foreign Affairs, Signor Folchi, has stated the 
view that the only solution for Europe is an economic association of 
all OEEC countries. Foreign Minister Pella feels also that there is 
need for a continental integration. 

Italy also seeks an enlargement of its role inthe Community. Along 
with Benelux it desires a stronger voice in the forum of the Six. It 
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is significant that it is Foreign Minister Pella who has suggested 
more frequent discussions of political matters, going behind those 
affecting the problems of the Six with each other. 

The same outward orientation has characterized the Italian atti- 
tude toward the possible association with the Community of Greece 
and Turkey. It recognizes the political need to welcome them into 
the Community notwithstanding the fact that this will involve de- 
mands on limited funds for development which might otherwise be 
concentrated in Italy. 

(d) Internal ina : Italy’s two largest problems are its 2 mil- 
lion unemployed and the development of its underdeveloped southern 
half. Despite the general economic progress in Italy, the gap between 
north and south has not been narrowed. It is in the low income, 
illiterate, rural south that communism is making substantial gains. 
To cope with this problem, Italy has established a $2 billion 10-year 
program, aiming toward locating new industry, reclaiming and irri- 
gating land, and training future workers. The Community, with its 
prospect for industrial growth elsewhere as well as southern Italy, 
and with its institutions of the social fund and the European Invest- 
ment Bank, is a vital factor in its aspirations. At the moment, despite 
a theoretical difficulty for an Italian worker from the south getting on 
the communal list of a northern city, movement has increased to a 
degree described as “alarming.” The difficulty is not with trained 
workers, who can be absorbed, but with the untrained. 

The middle and small businessman has not as yet been alarmed 
by his prospects, but it is expected that he may be subjected increas- 
ingly to the pressures of competition, modernization, and special- 
ization. 

The business community lists as one of its major problems the 
Italian system of bank credit, claiming that the requirement of a 
40-percent deposit by commercial banks with a central bank, and the 
limiting of commercial banks to short-term credit, shackles business 
growth to an undesirable degree. On the other hand, the participa- 
tion of Swiss banks and the extension of credit for capital goods by 
German suppliers relieve the situation. The pace of new invest- 
ment seems to continue, notwithstanding credit conditions. Since a 
new law was passed 3 years ago, some 300 new firms have located in 
Italy, includmg 30 U.S. companies. The Italian business com- 
munity welcomes such investment. Indeed, it has expressed concern 
because the mechanical industry in the other five nations is alleged to 
have access to better financing and to have a disproportionate oppor- 
tunity for American partnership. 

This comment is made in connection with the issue of accelerating 
the Community’s transition period. One businessman, viewing the 
ee with apprehension (in the absence of American capital), 
said— 


It is absolutely necessary to anticipate a massive investment of many hun- 
dreds of billions of lira to modernize the mechanical industry. 

He was pessimistic about accelerating to a period shorter than 10 
years. There are others, however, who think that acceleration is 
“inevitable.” 
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Another major problem concerning businessmen is harmonizing 
Italy’s fiscal system, which is based on a cumulative purchase tax. 
This, as has been earlier noted, is criticized as artificially stimulating 
vertical integration and is prejudicial to Italian exporters competing 
with the French. 

A secondary fiscal complaint is what was described as “social fis- 
eality.” Specifically what was meant was the levying on industry 
of all social insurance costs, including those for farmers, rather theaih 
charging such nonindustrial costs to the general budget. 

Lack of ener gy is a problem to industry in Italy, a coal and oil im- 
yorter. Industrialists complain vehemently about the taxes levied on 
oth energy sources. In the case of fuel oil, they claim that the tax is 
eight times that levied in Germany. 

"To what extent mergers and ententes are going on is not known 
with accuracy. The movement is substantial as is indicated by the 
agreement between Alfa-Romeo to assemble the Dauphine for Renault 
in Italy, the licensing of Innocenti to manufacture Austin models in 
Italy, and the cross-marketing agreements of Fiat and Simca. Other 
associational agreements have been reported, some of them includ- 
ing interests from more than two members of the Common Market. 

A recent report in Mondo Economico, the study mission learned, 
stated that there were fewer merger and similar agreements among 
Italian firms than in any other Common Market country. There was 
only one such agreement as of October 1959, compared to 93 in 
France, 11 in Germany, 8 in Belgium, and 6 in the Netherlands. The 
delay in passage of a law to rahe ‘e the cost of changing the form of 
an enterprise has been cited as one cause for this difference in merger 
activity. 


4. Belgian attitudes 


Belgium is not very old, not very large, not very national, and not 
very neutral. It is deeply committed both to NATO and European 
economic integration, one of whose ancestors, M. Paul-Henri Spaak, 
is a noted Belgian. "The Common Market is a vehicle of association 
which should, in Belgium’s eyes, enable it to increase its stature. Its 
Foreign Minister Pierre Wi igny, remarkably enough, was the initiator 
of a suggestion that the Community accelerate its transition period. 

The study mission did not find much preoccupation with the problem 
of relationship with the Outer Seven. It should be borne in mind that 
most of Belgium’s trade is already within the Community. 

The very understandable preoccupation of Belgium was with its 
own problem which, ironically enough, was created by its own good 
fortune and aggravated by the accelerated industrialization elsewhere 
within the C ommunity in its early stages. 

The problem is the very pressing one of industrial development. 
Since Belgium is both an industrial and a trading nation, it must re- 
main competitive in a rapidly changing scene. Its own good for- 
tune lay in the fact that its industrial plants survived the war almost 
intact, There was therefore no obvious need to engage in capital in- 
vestment during its own boom postwar years. While other nations, 

many with U.S. help, were building modern industrial establishments, 
Belgium was content with its prosperity. Its research was under- 
nourished. It preferred not to look ahead for threats to its coal and 
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textile industry. It became accustomed both to high labor and:sogial 
costs and to the lowest tax levels of any Common Market country, 

With the double events of the recession in late 1957 and the coming 
to life of the Community, Belgium realizes that it must catch up in 
the race of competition. Although Belgium’s reserves are about $1.3 
billion, it is currently running a deficit of about 25 percent in its 
budget, and has the sizable burden of the Belgian Congo—a land mass 
80 times its size, with 14 million turbulent people, and the challenging 
problem of developing a satisfactory relationship in the heart of 
volatile Africa. The tax levels and discount rates are deliberately 
low to stimulate investment. 

It has turned, with all its energies, to trying to attract outside in- 
vestment, particularly American investment. 

In 1958 35 new American firms invested in Belgium, doubling the 
rate for the prior 2 years, and bringing the number of firms to 200, 
with a total investment of about $166 million. The first of these, Bell 
Telephone, had come in 1882. 110 of the 200 have been established 
since World War II. Approximately one-third are manufacturing 
enterprises; the remaining ones are trading, sales, service, or trans- 
portation operations. 

There have also been some licensing agreements concluded between 
U.S. and Belgian firms. 

For the most part the American enterprises have not been com- 
pelesive with preexisting Belgian firms, and thus have broadened the 

ase of the economy. 

Belgian assistance to new industries includes: 

(1) An organization in the Ministry for Economie Affairs to lend 
assistance to prospective investors. 

3 Selection of sites. 

3) Advantageous financing. 

(4) “Tailored infrastructure” (such as transport facilities, waste 
disposal, and power supply). 

(5) Cooperation of local authorities in taxes and amortization. 

It passed two new laws in the summer of 1959 (being studied by the 
Community) which authorize: 

(1) State subsidies to allow low-interest loans (with a floor of 1 
percent) to finance investment in real estate, plant and equipment, 
working capital, research and development work. 

(2) Saareates of certain loans. 

3) State construction of buildings or purchase of real estate. 
tay Interest-free advances for work on prototypes, new products, 
and new processes up to 50 percent of the cost. 

(5) Tax exemption of real estate for 5 years. 

(6) Specially reduced interest rates in legally designated “develop- 
ment regions.” 

(7) State payment of part of the investment in buildings in develop- 
ment regions up to 20 percent. 

(8) Expropriation of land for industrial purposes. 

(9) State and local government participation in regional economic 
development companies. 

The Belgian effort also includes a trade and investment informa- 
tion center in New York; trade counselors in U.S. cities; useful pub- 
lications; and a Belgian chamber of commerce in New York. 
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As is the case with England, the Belgian experiment will be worth 
watching in terms of the problems encountered and the success 
achieved. The previous effort to finance the closing of uneconomic 
Belgian coal mines and the retraining of workers from tax levies on 
coal by the Coal and Steel Community was not successful. More 
progress in this effort is now being reported. 


C. MEMBERS OF “THE OUTER SEVEN” 


1. Danish attitudes —Denmark has substantial economic interests in 
both the Six and the Seven. In 1958, 40 percent of its exports went to 
the Seven ; 32 percent went to the Six. In the same year 40 percent of 
its imports came from the Seven; 36 percent came from the Six. In 
both imports and exports, Germany and the United Kingdom each 
accounted for about three-fifths of its bloc trade. 

It is obvious why, therefore, the modern hamlets debated for a year 
“to join or not to join” the Six or the Seven. 

The factors which led to its choice to join the free trade area were 
its historical and trade ties with Great Britain; the decisions of its 
neighbors; lingering memories of German ambitions from Bismarck 
to Hitler; its reluctance to join a political grouping which might be 
dominated by France; its dislike of raising its outer tariff and therefore 

rejudicing its industries in third countries; and its fear of cheap 
abor. 

It made its decision after obtaining a favorable arrangement with 
the United Kingdom on bacon and an understanding that West Ger- 
many would not be disposed to retaliate. 

Nevertheless Denmark feels strongly that there should be, if not 
worldwide trade liberalization, at least a Europewide association and 

referably an Atlantic area grouping. It fears the creation of vested 
Interests in a division. It does not relish losing such a specialty as 
shipbuilding to Germany or to the Netherlands, ‘The major stumbling 
block to a linking of the two groups is the failure to obtain a British- 
French agreement. With increasing confidence on the part of the 
French and a more realistic appraisal by the British, such an agree- 
ment may be possible. 

But the attitude of some Danish authorities is, in the words of one, 
“Time is our enemy.” 


2. United Kingdom attitudes 


(a) Toward Europe.—It may contribute to the understanding of 
Britain’s recent and present positions in European economic politics 
to point out that it is in an era of flux as to its future role. In the past, 
so far as Europe was concerned, Britain could take it or leave it, 
always having decisive power to move into or away from the European 
scene and maintain a balance agreeable to it. This heritage lives on in 
the minds of many continental Europeans and contributes to past sus- 
picion of British motives. But the reality of this decisive check- 
mating power has been nonexistent for much of this century. The 
realization of this fact has been only slowly but increasingly grasped 
by British policymakers. 

As was explained to the study mission in a number of interviews, 
the intellectual, economic, and emotional ties of the United Kingdom 
run in three directions: The Commonwealth, Europe and the United 
States. Critics talk in terms of a “tendency to ride three horses.” 
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More sympathetic observers describe the situation, “We’re always on a 
knife edge.” The historic ties to the Commonwealth are still strong. 
As one Briton put it, there is hardly an English family without a 
relative somewhere in a Commonwealth country. Another stated 
that “memories are a little long,” and that the British remember a 
period when there was no military support except from the Common- 
wealth. As one official put it, “Despite the economics of it, if we had 
to choose today between the Commonwealth and Europe, we’d have 
to choose the Commonwealth.” 

However, such statements indicate a consciousness of the possibility 
of a closer relationship to Europe. The Government, indeed, is ve 
conscious of the growth potential of continental Europe and what it 
could mean to the future of Britain. It has conducted studies and 
stimulated such public discussion that some observers, referring to the 
willingness of the British public and industrial leaders to become 
part of a large European Free Trade Area, can only describe the new 
European orientation as “simply astonishing.” Some years ago it 
would have been unthinkable to conceive of a British Prime Minister 
saying, as did Mr. Macmillan on November 16, 1959, that Britain 
“* * * is part of Europe—sharing in the life and tradition of 
Europe.” * Others repeat the observation of a continental European 
that “either the United Kingdom will be in Europe or there will be 
a Europe united against the United Kingdom.” It is ironical to note 
that at the time of the Suez crisis there was opinion in the Com- 
monwealth that the United Kingdom was getting too close to Europe. 

The third strain in British thinking is its desire for a special rela- 
tionship with the United States. It views with qualms the prospect 
of a “third force.” Its instinct is to “stick to the United States.” It 
has on occasion deemed that it could serve a useful function as an in- 
termediary between the United States and Europe. This perhaps ex- 
plains Britain’s feeling of hurt when the United States rallied so 
vigorously to the support of the Common Market at every stage. The 
feeling is ctinenal when the United States responds to the 
formation of the Outer Seven with less than equal enthusiasm. 

The United Kingdom has not, despite these conflicts in its views 
of its role, been merely a spectator of the European integration move- 
ment. It has always taken a leading role in the Organization for 
European Economic Cooperation. It justifiably looks at OEEC as 
one of the great postwar achievements. When the European Defense 
Community failed to be ratified by the French Assembly, it took the 
lead in organizing, with the six nations who are in the Community, 
the Western European Union to insure orderly armament procedures. 
The potential of the organization, however, was never fully realized. 

Today, Britain faces the challenging task of resolving its interests 
and aspirations into a more clearly defined role. Perhaps the failure 
of the Maudling negotiations and the formation of the Outer Seven 
will prove to be catalysts in this reappraisal. 

(6) Toward the original free trade area negotiations.—The only 
purpose served by a review of British attitudes in 1957 and 1958 
toward the Common Market and the Europewide Free Trade Area is 
to indicate the limitations and directions of future developments. 


* New York Times, Nov. 17, 1959, p. 1. 
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Although the history of the Maudling negotiations necessarily reveals 
some of the British motives and attitudes, there is some utility to a 
brief summary here. Not all Britons shared all these points of view. 
Taken together, however, they explain the British position. 

To begin with, the genius of British policy has traditionally been a 
pragmatic one. Its preference for a system of laws built on cases 
rather tnan a code; its tradition of “muddling through”; its capacity 
for flexibility, the alchemy that produced a Commonwealth out of an 
empire may be cited as illustrations. Accordingly, it underestimated 
the pull of the ideal of eres integration, as developed by the 
theorists, logicians, and articulators on the Continent. 

Its pragmatic preference was corroborated by the failure of the 
EDC. Indeed, anyone who might, at the time of that debacle, fore- 
cast a supranational organization of the stature of the Community 
would justly be labeled a visionary. The United Kingdom can hardly 
be blamed for feeling that a formalized structure of integration was 
not to be. 

Moreover, Britain was unable to understand how occupation and 
defeat had affected the thinking of the continental nations. The Brit- 
ish did not feel, as did their neighbors across the channel, that the 
United States of America was a feasible model for integration. They 
gave much greater weight to the homogeneity of the American popu- 
ation and concluded that people were happiest when governed by 
their “own sort.” They did not see that Europe was ready for surren- 
der of sovereignty. Their basic philosophy—which logically has 
much to recommend it—was that self-government plus free trade 
would yield all the advantages of a suprastate edifice without the 
disadvantages. 

But occupation and defeat had profoundly changed the thinking of 
many on the Continent. As stated at the outset of this report, Euro- 
eans had come to feel, with no usable remnants of a past, that the onl] 

ture that made sense was one of a strong and united Europe. Ad- 
mittedly, the motives were mixed; but the result was the same. De- 
feat and occupation could be “purged” by a new start on a new basis. 

Belatedly, therefore, the United Kingdom came to see that integra- 
tion was a distinct possibility. It thenceforth labored for the Euro- 
pean free trade area. Such an arrangement had several advan- 
tages. It would not involve, for Britain, surrender to nonnational 
institutions; it would give Britain a role in Europe; it would pre- 
serve such markets as the Netherlands and Belgium; it would avoid 
giving a double advantage to its chief competitor, Germany ; it would 
relieve the apprehension of the Commonwealth countries and colonies. 

There were other miscalculations. Britain entertained high hopes 
for the free trade area until the fall of 1958. It was misled by the 
1956 French vote in OEEC endorsing the free trade area principle. 
a counted too much on an assist from Germany and from the United 

tates. 

In fairness to the United Kingdom, it should be said that the study 
mission discovered no evidence that, during the Maudling negotia- 
tions, the British desired to bring about the demise—or abortion—of 
the Common Market. The European Economie Community was ac- 
cepted as a reality, and even welcomed by many British. As one 
Briton said, he endorsed the French-German alliance. If it turned 
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out to be anti-British, it was a pity, but a worthwhile price to pay to 
give Germany links with the West and increase French self-respect. 
The present attitude is clearly that the British accept the Common 
Market, want it to succeed, and want the moat surrounding it to be as 
shallow as possible. 

(c) Toward the Outer Seven—It was wholly understandable that 
the British should strongly endorse, if not initiate, the Swedish pro- 
posals for an Outer Seven. It wasa second best. It was welcomed by 
British industry—the Federated British Industries conditioning their 
assent on it being part of an effort to “build a bridge.” The Seven had 
the reputaton of thinking on the same wavelength. I[ritain’s trade 
with Europe (25 percent) was almost as much with the other Six (10- 
13 percent) as with the Community (12-15 percent). It might faeili- 
tate eventual arrangements with the Community by (a) allowing 
German pressures to accumul: ite, (b) presenting a unit of seven na- 
tions for negotiating, (¢) encouraging the Community to adopt a rapid 
pace in its tariff -quota disarm: iment, and (d) preventing nations in the 
Outer Seven from making separate arrangements. 

Although the emphasis is on the transitory usefulness of the new 
Free Trade Area, there is a considerable body of opinion that the 
Outer Seven is a viable unit. The reasoning is that the market is 
two-thirds that of the Six; that Scandinavia and Switzerland provide 
fl good high-income market for British high-quality goods, while 
Britain is a good market for its partners; that Commonwealth sup- 
pliers of raw material to Britain will profit by increased production ; 
and that its real merit is its stimulus to greater efficiency on the part 
of British manufacturers. 

Nevertheless, no one claims the Outer Seven will be a utopia of 
trade. One businessman said that a microscope is needed to see the 
advantages. Another said, “Better than nothing.” 

A very prevalent business attitude on the Outer Seven, apart from 
a judgment on tactics or viability, is that the biggest irritation is 
simply uncertainty. Businessmen do not know whether to expand 
in Britain or to duplicate facilities inside the Community. 

There does not seem to be general apprehension of widespread losses. 
Businessmen feel that they will continue to be competitive in the Com- 
mon Market, if tariff levels are set at a low level and that losses (x per- 
cent of a 12-15 percent of total exports) will be compensated by 
increased trade in the Free Trade Area, Certain industries—vehicles, 
textiles, electrical, and metal-using—welcome the Outer Seven on its 
own merits, not just as a br idge. The fishing, leather, pulp, paper, 
and timber-using industries, others anticipating competition in spe- 
cialties (e.g., some Swedish steel products) and industries where added 

value is more than outweighed by tariff akiained are apprehensive. 

(d) Toward “the split.”—British thinking about the necessity for, 
timing of, and aad of building a “bridge” is extremely varied. 

The greatest consensus seeme 1d to be on “the point of the need for a 
bridge. The primary concern of the British is not apparently an 
economic one. Although businessmen talk of a “constricted market” 
and being “hurt somewhat,” their worry, like that of officialdom, is 
the politic al implications, They speak of danger or even “catas- 
trophe” for NATO and the end of OEEC. For example, they point 








116 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


to the pressures which might be exerted to withdraw NATO troops 
from the Continent if haggling over tariff occupies the center of the 
stage. 

In fact, the need for a rapprochement seems so obvious to many 
Britons that they assume one is inevitable, that the French could not 
and would not attempt to block it, that the United States should step 
in and toe leadership, and that the Community would have to 
pay heed. 

As for timing, there is less consensus. While some deem an imme- 
diate solution vital, many take a calmer view. One official said that 
2 or 3 years would be a “very long” time. Another official said, “It’s 
always unwise to fuss too much about time. We don’t want to gallop 
toward a bridge.” 

When the architecture of the bridge is discussed, there are as many 
designs as architects. A partial catalog follows: (1) There is some 
tentative thinking about a Europe-wide customs union, with some 
adaptations and accommodations; (2) perhaps most Britons still hope 
to achieve an arrangement substantially lke that of the original 
European Free Trade Area; (3) some prefer a solution in the context 
of the Atlantic Community; (4) others, including British industry 
leaders, are adopting a pragmatic approach, exploring with industry 
leaders on the Continent, on an item-by-item basis the possibility of 
building many small bridges; (5) some businessmen dislike the idea of 
specific arrangements, which lead to interminable haggling for ad- 
vantages, and feel that the only solution is a general reduction be- 
tween the Six and the Seven, with the reductions generalized in ac- 
cordance with the GATT; (6) finally, there is what is undoubtedly a 
minority British view which prefers a liberal Common Market to 
a large Free Trade Area. As one exponent put it, Britain “stands to 
gain far more from a stable, setionel Common Market than mucking 
around.” 

(e) Attitude of Commonwealth countries—There is no monolithic 
Commonwealth attitude. The countries have differing points of view, 
depending on their economic interests. Insum, however, most of them 
are apprehensive. 

(1) The Commonwealth countries in the Temperate Zone (Aus- 
tralia, New Zealand, Canada, and the Union of South Africa) fear 
that the Common Market will mean an intensified protection of agri- 
culture. The German-French wheat agreement is an instance of their 
concern. The Common Market is a big market for some of the Com- 
monwealth nations. For example, Ghana’s cocoa exports to the Com- 
mon Market accounts for about 25 percent of its total. A figure of 15 
percent of total exports going to the Common Market is not unusual. 

(II) Textile exporters in India and Pakistan fear that French and 
German tariff levels will affect their exports to Benelux. 

(IIL) Tea and coffee producers in Ceylon, India, and Pakistan fear 
a loss of exports to The Netherlands because of increased tariffs. The 
fact that duties in France and Germany will decline is of small com- 
fort since internal revenue taxes are just as difficult to hurdle. 

(IV) All of the Commonwealth countries are concerned over the 
fate of list G. For example, Canada would like to develop a conti- 
nental market for its aluminum—but aluminum is on list G. 

(V) Such tropical countries as Ghana, India, and Pakistan fear 
the impact of the preferential treatment given the competing French 
overseas territories. 
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As for Commonwealth attitudes toward the Outer Seven, their 
access to the United Kingdom continues as before and their trade with 
the Six will be on the same tariff terms. They will lose their 
preference in the United Kingdom on industrial goods and raw mate- 
rials, but not on agricultural commodities. What concerns them more 
than this—which is said to be of slight impact—is the possibility of 
agreements similar to the British-Danish agreement affecting bacon, 
blue cheese, pork luncheon meat, and canned cream. By fortunate 
happenstance, none of these products competes with the Common- 
wealth, except that Canada would hope to export bacon upon the 
removal of dollar restrictions. However, there would be more serious 
implications following from agreements between Denmark and Swe- 
den, Denmark and Germany, etc. 

(f) Attitudes of colonies—The British colonies are not unhappy 
about the Common Market itself; it is the terms of association with 
the overseas territories that give great cause for concern. 

The Outer Seven is of minor importance to the colonies; their annual 
exports to the Seven are of the order of 10 million pounds. But their 
exports to the Six are approximately 120 million pounds. 

The problem is concentrated in the African colonies. East Africa 
is a coffee-producing area. West Africa is primarily an exporter of 
oil, seeds, and cocoa. Timber is also important. 

The colonies take a dim view of advice to “wait and see till harm 
develops.” They feel that there is far more urgency of some arrange- 
ment than in the case of big business. The urgency arises out of the 
creation of vested interests. They point out that the French terri- 
tories, finding their market enlarged from 50 million people to 170 
million or more, are naturally wasting no time in massively increasing 
their plantings. 

Their hope is that, apart from “building a bridge,” there will be 
good will on both sides and systematic friendly discussions without 
delay. The British have a good liaison with Belgian and French 
authorities. Such an organization as the Committee for Technical 
Cooperation South of the Sahara might well be helpful in promoting 
a series of talks among the interests involved. Such “conversations 
on mitigation” should not ignore the similar problems of Latin Amer” 
ica and possibly other countries. What might eventuate could include 
lower tariffs for the key commodities or arrangements to allow non- 
associated countries to share in the increased markets of the Com- 
munity. 

(g) Reports from five English and Scottish cities —In addition to 
its series of meetings in London with officials, leaders of industry, 
banking, and labor, the’study mission was fortunate in having one of 
its members attend separate meetings in five major cities outside Lon- 
don. Capsule summaries of these meetings are included to indicate 
different shadings of attitude. 

Glasgow: The prevailing attitude toward the new European Free 
Trade Association was that the ultimate aim was still “reconciliation 
of the interests of the Outer Seven and the Common Market coun- 
tries.” The hope was expressed that U.S. trade interests would be 
kept in mind. Opinion differed as to the time period which might 
be involved to obtain the ultimate aim. A basis for hope was thought 
to exist in the “second thoughts” Germany was reportedly giving her 
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undivided support of France. Germany and the Netherlands were 
looked upon as the most likely leaders in any reconciliation effort. 

Business was said to be overwhelmingly behind the Stockholm Con- 
vention, although a small majority of British businessmen polled by 
the Federation of British Industries had earlier favored British par- 
ticipation in the Common Market. In retrospect, it was felt that the 
ambitious “harmonizations” of the Common Market would have been 
difficult to deal with. 

As was indicated by businessmen in London, the Scotch business- 
men felt that it was dangerous to generalize about impact but had no 
doubt that the net effect of the EFTA on British industry as a whole 
would be advantageous. 

Edinburgh: The desire for the eventual joining of the two blocs was 
also expressed here, with a recognition that France would still resist 
such a move. In assessing the impact of the “split,” it was thought 
that the only large British sufferer would be the pulp and paper 
industry. 

Manchester: Conversation in this industrial center was optimistic 
about the possibility of a merger between the Six and the Seven in 
3 to 5 years. 

Liverpool: The interest of the Commonwealth in a possible merger 
was discussed here, with the feeling expressed that Australia and 
New Zealand would welcome a merger because of increased prospects 
for trade. The conclusion emerging from the meeting was that Com- 
monwealth considerations would not prevent an ultimate merger. 

Birmingham: Here, too, merger was seen as a future result of the 
creation of the two groups “just as raindrops on a window eventually 
run together.” 

The specific attitudes of some representatives of the important 
British automobile industry were expressed. Scandinavia was looked 
on as one of the best European automobile markets. No fear was 
apparent that French and German car industries would become a 
bigger threat. Indeed, it was felt that the reverse might prove to be 
true: that France, Germany, and Italy might become so involved in 
competing with one another that they would be less able to export 
successfully. Examples cited were not so much of competition as of 
steps hindering competition—alleged French interpretation of quota 
regulations so as to reduce car imports from Italy, Italian retaliation, 
and disputes between Belgium and the Netherlands concerning car 
assemblies. 

A representative of the kitchen utensils industry expressed concern 
over the fate of many smaller industries if Britain became part of 
any Europe-wide free trade area. : 

An interesting development was noted in the discussion concerning 
an agreement, notwithstanding the two blocs, between British and 
European nonferrous metal manufacturers, under the auspices of 


the OEEC. 


VI. Tue Fourore or Free Woritp Economic Porrrics 
“cc 9 
A. THE “BRIDGE” ISSUE 


One of the problems hindering intelligent, cool, and restrained 
analysis of the economic and political problems discussed in this report 
is the ease with which all of them have been capsuled into the one 
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word, “bridge.” It is the considered opinion of the study mission, 
having used the word for months, that it is not only a useless word in 
this context, but it bars further thought. 

This further thought will be the attempt of the following comments, 
which seek to test the popular assumptions of a “split” and the im- 
plications of a “bridge.” 

The study mission found many people who have expressed them- 
selves as gravely concerned over the political implications of two 
economic groupings in Europe. These thoughts have been, it is hoped, 
accurately reported in the foregoing pages. It is remarkable that 
very few, if any, of the persons interviewed based their opinion, when 
pressed, on the economic impact. It is further a matter of interest 
that the economists and business leaders consulted placed their argu- 
ment on political grounds just as did the political leaders. 

The most persuasive rationale was that there would be political 
implications because there would be irritations over the inevitable 
tariff discrimination and trade distortions. These, it was argued, 
would produce increasing recriminations, ill feeling, and bitterness. 
The result would be troop withdrawals and, it was clearly intimated, 
separate political groups pursuing different politic al objectives. 
Others state what they considered an immutable law: that political 
differences always follow economic differences. 

The study mission, while acknowledging that participants in the 
scene may well have a more realistic judgment, is of the opinion that 
this political deterioration need not happen. It does not feel that the 
limited factual analysis which can be made at this time justifies extreme 
emotional and political overtones if those concerned keep a sense of 
perspective, look to the facts, and labor with good will for a common 
goal. 

By a sense of perspective is meant two points of reference. The first 
is that a European nation in one of the two groups is surrendering a 
position where it faced, on the average, rather high barriers and large 
quotas, shared by all its competitors, in dealing with another European 
nation. In exchange, it finds that it can deal with that other nation, 
under present and prospective conditions, on somewhat better terms; 
the fly in the ointment is that a few other nations have even better 
terms; but there is the solace of new preferential terms with other 
customers in one’s own groups. 

The outsider may be. pardoned for not perceiving a catastrophe. 
But the six European nations who are not in either group may also be 
pardoned for taking with a grain of salt—indeed, a pound or two—the 
pleas for a “bridge” between the Six and the Seven. They might, with 
justification ask: If European unity is at stake, where are we? In 
outer space ¢ 

The second point of reference is the Soviet Union. It would appear 
to the study mission that Western unity were a fragile vessel if eco- 
nomic problems of the magnitude probable—given a certain amount 
of good will and sensible trade polici ies by both groups—could shat- 
ter it. Indeed, the threat to NATO’s solidarity in the recent past has 
been a serious one, with no economic connotations. If the political 
will on the part of Western nations is strong enough, the economic 
pulling and hauling between two groups will be of minor importance 
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If, on the contrary, the political will of these nations is weak or di- 
vided, it will not matter how happy its exporters and importers are. 

The second proviso invoked by the study mission is that the facts be 
respected. Admittedly, there are too few facts at present and too lit- 
tle in the nature of logical analysis. But reference should be made to 
the economic reasoning of the United Nations Economic Commission 
for Europe, summarized above *’ under the caption “External Im- 
pact.” The facts, the assumptions, and the logic of this study seem 
persuasive. The conclusion is reasonable that no country in either 
bloc will be the victim of serious disadvantage, particularly if the 
Common Market external tariff is lower than the simple arithmetic 
average. The study mission adds that in no country which it visited 
did it meet any government official or industrial leader who foresaw 
a serious disadvantage for his country. If the United Nations study 
and the study mission’s impressions are correct, then either there is 
no meaningful “split” in Europe, or Europe can be split by trivia. 

The third proviso in the study mission’s assessment of the future of 
Europe is that national, supranational, and industrial leaders labor 
with good will for a common goal. They have demonstrated that, 
when sufficiently motivated, they can do this most effectively, even 
against formidable odds. It would seem an adventure in futility if 
not disaster for the governmental leaders, the business and labor 
leaders of 13 nations, to pour months of time, energy, intellect, and 
diplomacy into an effort which would consist—if indeed such is feas- 
ible—of a series of arrangements cunningly devised to be of major 
benefit to the participants, but of major detriment to other free world 
partners, whether the objective be a Europewide Free Trade Area or 
a network of arrangements falling short of that. 


B. THE EUROPEAN IDEA AS A CONSTRUCTIVE FORCE IN FREE WORLD 
ECONOMIC POLITICS 


If the immediate erection of a specific “bridge” between the Six and 
the Seven should not be the primary objective of European economic 
politics, what are the priorities? 

The opinions of the study mission are submitted with the full 
knowledge that non-Europeans may be deemed intruders in this area 
but with the realization that the United States has a stake in Euro 
just as Europe has a stake in the United States as copartners in the 
enterprise embracing all of the free world. 

It should be made clear that the study mission has come to appre- 
ciate and value the extent to which the goal of a united Europe has 
seized the imagination of Europeans. The concept has already demon- 
strated its dynamic force; there is no reason to suppose that it cannot 
continue to be one. The point made by the study mission is that dur- 
ing the period immediately ahead there are other objectives which can 
be more fruitfully pursued, with benefit to both the aspiration for 
European unity and the needs of the free world of which Europe is 
a keystone. 

The period immediately ahead, therefore, may be a time for relaxing 
the efforts to force a unified European economic structure. It may 


st Chapt. III, pt. E, sec. 2, subsec. a. 
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well be a time for creating the conditions which will in the future 
make such a structure more soundly built and at less cost. 

The areas for priority effort, in the opinion of the study mission, 
are the following. There is no point to trying to list them in order of 
importance. The best efforts of all concerned are demanded in each 
area simultaneously. 

1. Perfecting the internal arrangements within both the Common 
Market and the Free Trade Association. Neither free-world unity 
nor European integration will benefit by a complete or partial failure 
of either group. The capacity of each group to adopt liberal measures 
toward nonmembers will be limited by the success achieved by each 
in meeting internal problems. 

2. Adopting policies of tariff reduction and quota disarmament to- 
ward nonmembers that will exceed previous estimates. In a sense, 
if a specific bridge is not feasible in the immediate future, the best 
substitute for allaying resentment and suspicion is a dramatic enlarg- 
ing of horizons by both groups—even at some internal sacrifice. This 
sacrifice is a otal enough price to pay to restore the climate of unity 
to the European scene. Such action would minimize the present 
frictions; would reduce the extent of “bloc-hopping” investments that 
would become vested interests in a dual Europe; and would lessen 
any impact on nonmembers of both groups. 

3. Exploring with sympathetic understanding possible bases of as- 
sociation with the nonmember states of Europe. There may even be 
limited areas where joint action on the part of the two groups toward 
the low income nations of Europe is possible. Such joint action would 
be tangible evidence that there was at work a sense of united European 
responsibility. 

4. Although not in the economic field, and therefore beyond the 
scope of this report, a renewed interest in NATO, a closer partnership 
in discussion, planning, and execution would do much to further the 
objective of a unified Europe. 

5. Devising a proper forum and organ for Europeanism in the 
broadest sense. This objective is a specific one, concerning which 
much has recently been said and written. There is a need for closer 
analysis of structure, purposes, and procedures. The consensus of 

ublic discussion is that there is a need for something but there is a 
tack of precision in spelling out details. The study mission is of the 
opinion that the creation of the _ vehicle is a matter of utmost 
urgency and therefore submits the following proposal, which draws 
much from the thinking of others, but attempts to face some problems 
which are usually ignored. 

The proposal was drafted prior to the announcement by the “West- 
ern Big Four” of an informal 12-country economic conference to be 
held in Paris in mid-January 1960. The purpose of such a confer- 
ence is “to consider the need for and methods of continuing consulta- 
tions” among the industrialized nations of the West on the problems 
of trade and aid.* 

The proposed conference should be a useful occasion to discuss 
the range and priority of needs, the appropriate vehicle for consider- 
ing these needs, the desired participants and methods of operation. 





*% New York Times, Dec. 22, 1959. 








122 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


The study mission hopes that the following peeneet ation will make 
a contribution to the exploration which should be t taking place in the 
immediate future. It underscores its conviction that time is im- 
portant, and that action need not await the development of perfect 
procedures in all areas of need. 


C. PROPOSAL FOR AN INDUSTRIALIZED NATIONS’ ECONOMIC FORUM 


1. The necessity 


(a) The creation of the two economic groupings in Kurope has 
underscored the need for a forum embracing all European nations in 
which continued discussions could take place relative to minimizing 
friction. It must be more than a representation from the two organ- 
ized groups. It must provide a forum also for the European non- 
members. It must be open, should circumstances make it feasible, 
to European countries now considered not to be in free Europe. 

(b) There is a continuing need for fact finding, compar ative studies, 
and the formulation of standards. ‘These duties, in the words of one 
prominent European who is intimately associated with the Common 
Market, can best be done “by a regional institution which is not re- 
gionally minded and which can do detailed work.” 

(c) There is a new need for an effective outside “conscience” for 
both the Common Market and the Free Trade Association. There will 
be temptations for both groups to solve their common problems by ar- 
rangements which may er eate greater problems for others. There will 
also be temptations for both groups to reso Ive internal problems by 
tolerating laws, regulations, controls, “accommodations,” which in the 
aggregate may neutralize quota removals and tariff reductions. AI- 
though no interference with sovereignty could be tolerated, there is a 
need for the true con ipetitive situation to be viewed by all. 


(d) Another wee sing need is for the Free Trade Association and 


the Common Ma to avoid the , ipression that the interests of 
primary producing countries outside their areas of commitment are 
being ionored and discriminated against. Such a forum and organ as 


are contemp!: uted by this proposal woul 1d be able to engage in detailed 
studies of impact and in full explorations of the possibility of mini- 
mizing fluctuations in prices. 

(e) A need recognized by very few in Europe is the problem of 
competition from low-cost countries. Nothing could be more dan- 
gerous in the long run than to adopt the thinking that “there is no 
place . in Europe for Japan.” The forum of industrialized nations 

(and therefore, nations of relatively high income and purchasing 
sowie) would be able to discuss the dimensions of the problem and 
arrive at ways and means of arrival at a sensible solution. At the 
present time, each Western nation is operating unilaterally, with one 
nation attempting to shift burdens to another. This is an irrational 
and self-defeating process, both for the rec eiving and the shipping 
countries. 

(f) The need for the industrialized countries to coordinate their 
efforts on behalf of the underdeveloped countries and territories has 
been the subject of much discussion during the past year. Such a 
forum as that proposed here would encompass all industri: ilized na- 
tions. As will be later outlined, underdeveloped nations and inter- 


A STUDY OF EUROPEAN ECONOMIC REGIONALISM 123 


national agencies should also have access to it. It would be an appro- 
priate oe to hear organized discussion relating to the needs of 
the underdeveloped countries, the priority of these needs, the extent 
of current activity by member nations, by the Sino-Soviet bloc and by 
orivate investment, and the current planning of member nations. 
Such discussions on a systematic basis could not fail to be helpful to 
each industrialized nation in its own planning for the future. 


2. The structure 

(a) Principles to be applied—(1) The proliferation of multi- 
lateral agencies in the postwar era has reached the point where there 
is a bias against the creation of any new entity. The bias is almost 
an emotional one on the part of many. Certainly the resources of 
existing institutions shania be weighed carefully before new pro- 
posals are made. 

(IL) The second principle is that all European nations (i.e., QEEC 
nations) be included in the forum. It should be inclusive rather than 
exclusive. More than this, it must include all nations which have 
something important to contribute in terms of markets, credits, or 
technique. 

(IIIT) What is overlooked in proposals for an Atlantic or solely 
European grouping is the fact that three of the most pressing prob- 
lems facing Europe, the United States, and Canada are: the primary 
producing countries, the underdeveloped areas, and the low-cost. com- 
petition countries of Asia and the Orient. It would be shortsighted 
to establish a forum excluding any representatives from countries in 
these categories. It must not be all industrial, all white, or all 
northern. 

(IV) On the other hand, if it is all inclusive, the possibility of 
arriving at action-stimulating conclusions will be remote. It must 
be a grouping having common goals, values, and methods of 
procedure. 

(V) It must not have such a political orientation as to alienate and 
exclude neutral and uncommitted nations. 

(b) Analysis of possible alternatives.—The first principle is_ to 
utilize to the greatest possible extent existing institutions. This dic- 
tates an inventory of such institutions measured against the last four 
principles. With these criteria in mind, and with no intent of under- 
estimating the value of the work being done, the following appraisal 
is made. 

The Six and the Seven, or both in combination, although important 
components of any such forum, are not broadly enough based. 

NATO is politically oriented, and properly so. However, such 
nations as Sweden, Austria, and Switzerland would be automatically 
excluded. This defect, for the purposes above outlined, is a serious 
one. 

Such organizations as the United Nations, the World Bank, the 
International Monetary Fund, the new International Development 
Association, and the GATT possess skilled personnel and invaluable 
experience and knowledge. They should be able to contribute much to 
any forum. And yet the functions of the forum are broader than 
the functions of any of these organizations, while their membership 
is broader than that demanded by the functions of the forum. 
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The idea of an Atlantic Community seems excessively limited by a 
geographic concept, to the prejudice of the several functions con- 
templated. 

This eliminates all existing possibilities except the Organization for 
European Economic Cooperation. The defect of this institution is 
that it is only European. The United States and Canada are merely 
associate members. Moreover, the OEEC has inherited some disfavor 
as the result of both the attempt and the failure of the Maudling 
negotiations. Nevertheless, the question must be asked whether or not 
the personnel, resources, and esprit of the OEEC are capable of use in 
the new concept. In terms of size and experience it comes closest to 
the proposed forum. Are the objections capable of being surmounted ? 

The study mission believes that the OKEC is capable of being so 
reconstituted and oriented as to fulfill the needs above outlined. Its 
past experience, as a coordinator, which has resulted in the 
friendly and constructive accommodation of nations’ fiscal and mone- 
tary policies, is a powerful recommendation. Out of its friendly 
give-and-take procedures has grown an unwritten but effective com- 
mon code of civilized economic behavior. Its core of experienced 
international civil servants is another consideration. Still another 
is the technical studies in safety, hygiene, and productivity for which 
there is a continuing need. Its adjunct, the European Monetary 
Agency, stands ready—as a good insurance policy—for the crises of 
monetary difficulties. No one advised the study mission that OEEC 
should be abolished, although all agreed that it was in a state of 
suspended animation.- Here, then, is a valuable resource which should 
not quickly be dismissed. A more detailed analysis of the structure, 
procedures, and accomplishments of OEEC is contained in the ap- 
pendix (Appendix I), as well as an organization chart (Appendix J). 


The proposal, therefore, as far as structure is concerned, is: 


(A) That OEEC be expanded under a name appropriate to designate 
the enlarged membership, which would include, in addition to existing 
members, the United States, Canada, Japan, India, and a Latin Ameri- 
can country such as Brazil. The criteria of these and additional ad- 
missions should be enough experience with industrialization, aid, and 
trade to be of either substantial material or technical assistance. 

(B) That the closest continuing liaison, if not formal association, 
be maintained with appropriate divisions and officials in the United 
Nations, World Bank, International Monetary Fund, and Interna- 
tional Development Association. 

(C) That either rotating membership (on the analogy of the 
Security Council of the United Nations) or permanent membership 
on the basis of fair representation be given to primary producing 
and to underdeveloped nations in the following areas: the Far East, 
South Asia, the Middle East, Africa, and Latin America. 

(D) That a permanent observor status be accorded GATT. 

(E) That, in addition to national membership, representation be 
given to the Common Market, the Free Trade Association, and to 
other regional organizations that may be formed. 


3. Methods of operation—(A) Studies—The already valuable 
studies made by OEEC should be continued. New studies could in- 
clude progress and problems in trade liberalization; approaches to 





—— 
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commodity stabilization; progress, problems, and priorities in aid to 
underdeveloped countries; proposals to increase international liquid- 
ity ; methods of distributing the burden of low cost imports. 

(B) Confrontation and discussion—Such problems as trade, aid 
fiscal policy, commodity stabilization, and low cost competition could 
be subjected to the processes of specialized group discussion, general 
discussion, and the type of friendly confrontation that has proved so 
useful in the past. For example, each country, without prejudicing 
its special interest in aiding certain countries or its freedom of future 
action, could outline its general planning before its partners. After 
such a process, engaged in by all members and having the benefit of 
information from the international agencies, a more coordinated and 
effective enterprise in assistance would most certainly be possible. 

(C) Lack of supranational action.—It should be stressed that the 
philosophy behind the proposal is international, not supranational. 
No surrender of sovereignty is contemplated. Any nation will be free 
to pursue its own course. But there will be a collective conscience in 
being which cannot fail to have a persuasive and constructive effect. 

(D) The forum should be a step toward a collective effort to carry 
out the objectives set forth above. The effort to implement multi- 
lateral foreign aid to underdeveloped countries should be foremost 
among these objectives. 


VII. Suacestrions ror U.S. Poticy 


A. IMPORTANCE OF U.S. ATTITUDES, ADMINISTRATIVE ACTIONS, 
AND LAWS 


What the United States does in the field of international economics 
influences very directly what all other free nations do. Even what it 
does in the field of domestic economics often has profound impact. 
This is not only because the United States is the largest free world 
market, but because it has earned the right to respect by its actions on 
the world scene for many years. It has played a major role, greater or 
lesser, in the creation of most of the important international institu- 
tions in the fields of trade, aid, and finance. 

This pivotal role of the United States, is, however, often not realized 
by the American people. It is not enough for the executive branch to 
adopt and attempt to implement a policy without also securing the 
understanding and support of the people and their elected representa- 
tives. In the field of trade relations this is difficult because of the 
scope and complexity of the problems involved. In the future, it will 
be necessary for all Americans to be far more aware of the problems 
of international economics if the United States is to be able to play a 
consistent and constructive role in shaping the development of the 
free world. It is with these thoughts in mind that the study mis- 
sion submits recommendations on the three levels of attitudes, ad- 
ministrative action, and laws. 


B. ATTITUDES 
1. Business awareness 

It is ironic that the example which has spurred European business- 
men to an unprecedented pace of growth is that of the American 
businessman. He is still the model, the goal, and the standard. But 
for every aggressive, bold, ingenious American company exploring 
and developing new markets abroad, there are many to whom the 
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thought of export is just as foreign as the overseas opportunities 
themselves. 

There is, the study mission feels, a vast field to be exploited by 
business. The leadership should start within the business com- 
munity itself. A sustained program of education in the procedures, 

roblems and rewards of exporting, directed toward middle and small 
basinsenenen, would pay incalealalile dividends over a period of a few 
years. 

The large business enterprises must continually bear in mind the 
necessity for research, new design, and prompt innovation. More- 
over, the goal of increasing productivity, under the spur of in- 
ae competition, should be a foremost management objective. 
2. Labor awareness 

Labor unions can do much to educate their members in the eco- 
nomics of exports and imports. To the extent that their membership 
understands this field and the nature of their competition, labor lead- 
ers can pursue responsible goals. Increasing uctiv ity should be, 
with labor as with management, a prime 0 fective. “Responsible 
goals,” in terms of international competitiveness, means that—with 
certain exceptions such as industries retreating because of increas- 
ingly uneconomic sources of supply, obsolescence, or international 
competition in labor intensive industries—labor costs should not out- 
run productivity. To be sure, there is a need for measuring prod- 
uctivity that is as far from controversy as possible, and there will 
always be disputes as to both management and labor efforts, but 
increases in either prices or wages which do not take into account 
this factor are likely to prove self- defeating in the long run. 

This challenge to labor and management, in their own self- interest, 

can, like the challenge to U.S. policies, be met only if all re: alize 
what is at stake. 
3. Public awareness 

Since the level of public understanding on any major issue sets the 
limits within which both the administration and the Congress can 
function over a long period, the highest general level of understand- 
ing is required for su port of the most farseeing policies. Export 
trade has been relativ a unimportant in the U.S. economy, accounting 
for about 4 percent of its gross national product. E xcept on rare 
occasions the American public has not focused on the importance 
of being good traders. Being good traders is intimately associated 
with being a responsible free world leader. Not only is the mainte- 
nance of a net export surplus important in offsetting the dollar drain 
of military and economic assistance programs, but stable trade rela- 
tions with both developed and underdeveloped nations are the best 
kind of foreign relations. 

Too often the citizen on Main Street looks on foreign trade as an 
economic threat. He does not see the asset side of the question. 

Much has been written about the necessity for American young 
people learning more foreign language and science. There is also a 
need for them to learn the basic facts of life in a world where nations, 
as they develop, will increasingly trade with each other. There is an 
equal need for adults to extend their horizons. 

This is a task for the formal channels of education, and for the 
informal ones—chambers of commerce, service clubs, trade associa- 
tions, and labor unions. 


A STUDY OF EUROPEAN ECONOMIC REGIONALISM 127 


Only if these three sectors of the U.S. economy develop the aware- 
ness of what it means to be a trading nation can there be a real “sea 
change” in U.S. policies. 


C. ADMINISTRATIVE AND CONGRESSIONAL ACTIONS 


The above comments are not meant to imply that there are no areas 
for positive action. The following recommendations will be deemed 
“liberal” by some, “reactionary” by others. They are made with the 
conviction that too many decisions and arguments are made on the 
basis of the philosophical label pinned to the specific proposition. 
Being “liberal” does not require the absence of | ne bargaining on the 
basis of a nation’s interest. 

The following action recommendations are made without segre- 
gating those appropriate for the Executive and those for the Congress, 
for the reason that frequently action in the same area is required 

y both. 


1. Policy toward Europe 

The views of the study mission toward the Common Market, the 
free trade area, and a “bridge” have either been explicitly set forth 
or have been clearly implied. To summarize, the Common Market is 
a great experiment, launched with the pl: audits of the United States, 
with substantial political value, and posing no inherently great eco- 
nomic disadvantage depending on decisions yet to be made. Continued 
friendly interest ‘from the United States should be maintained, but 
the friendly interest should not exclude firm, constructive criticism 
and advice where necessary. 

The United States, which has been ambivalent toward the Free 
Trade Association, the Outer Seven, should in the future extend the 
same friendly interest to it that it has to the Common Market. It, 
too, is about to be a going concern, and its partial or complete failure 
would be a catastrophe for the participants, Europe as a whole, and 
ultimately for the United States. Again, friendly support should, 
where warranted, be coupled with constructive criticism. 

As for the much mooted “bridge,” the study mission’s views have 
been set forth in detail in the preceding section. The United States 
should initiate at the forthcoming January 1960 informal economic 
conference and urge at the subsequent meeting of the OEKEC, full 
discussion of reconstitution of OEEC for purposes cited earlier. 
The immediate object of the discussions might well be a “working 
party” to prepare a draft of a new convention for submission to 
the governments concerned. This project should be given highest 
priority with a new convention to be implemented by March. 


2. Impact data analysis 


To prepare for dealing intelligently with both the Six and Seven, the 
U.S. Government should begin the systematic analysis of data on ' the 
impact of the original groupings on the United Sts ites. In the earlier 
discussion of this subject, it was noted that there is a lack of compre- 
hensive, up-to-date analysis of impact on exports to. Europe, exports 
to third countries, imports, and American overseas investment. Re- 
cently, however, the U.S. Department of Commerce issued reports 
covering some of these ds es. We urge that they be issued regularly 
and made generously available. 
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8. Policy at Geneva negotiations 

As the United States prepares for the 1960 GATT negotiations at 
Geneva, it should adopt a policy along the following lines: 

(a) It should press for a liberal external tariff for the Common Mar- 
ket, considerably lower than the result achieved by the arithmetic 
average. It should also press for lower external tariffs on the part of 
the United Kingdom and other members of the European Free Trade 
Association. The justification is partly the minimizing of friction in 
Europe and partly, as indicated below, the just recognition of past 
concessions by the United States. 

(6) It should be prepared to make reasonable concessions where jus- 
tified by the preliminary studies for the reason that its attitude to a 
large extent will set the tone of the negotiations. 

(¢) But the United States for the first time will not be negotiatin 
in a world short of dollars. It will be negotiating from a backgroun 
of a recent consistent deficit in its international account. This is not 
a cause for extreme or frantic measures. But it is a proper occasion 
for hard bargaining. Not only should concessions given be matched 
by real concessions received, but other nations can afford, this time, to 
be generous in their bargaining with the United States. As concrete 
justification for this position, our negotiators should have available 
to them as much data as possible illustrating the extent to which the 
United States has, in the past, accepted token or nominal concessions 
in return for more meaningful ones. What is intended by this recom- 
mendation is not a return to protectionism. Instead, the study mission 
feels that an example of “turn about is fair play” would constitute 
concrete evidence of reciprocity and a refutation of a consistent charge 
made by protectionist spokesmen. It is not unrealistic to think that 
an experience of this nature might well make it possible to propose 
and approve U.S. participation in OTC, the originally proposed sec- 
retariat for GATT. 


4. Termination of dollar and quota restrictions 

Apart from the Geneva negotiations, there should be continuing 
pressure on our trading partners to terminate immediately all dollar 
restrictions on imports and, in the very near future, quantitative 
restrictions. Their only justification is an illiquid condition—one 
that no longer exists. 
5. Untying loans 

The Administration should propose reversing its “tied loan” policy 
for the Development Loan Fund, if there is a reversal of the same 
policy for the European Investment Bank. This double reversal, on 
the part of both institutions, would be a healthy and stimulating 
gesture. 


6. Strengthening of GATT 


The minimum step which should be taken is the strengthening of 
the GATT secretariat, to enable it to keep up with the accelerating 
pace of events in international trade. 


Test 
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7. The next Trade Agreements Act 


The administration should be doing preparatory work looking 
toward the next Trade Agreements Act. Every effort should be made 
to come up with a fresh vehicle tailored to the times. It is no longer 
enough—and may be disastrous—to dust off an old model, add a few 
buttons, and expect foes to be placated and friends enthusiastic. 

While adequate protective safeguards for hard-hit industries must 
be part of the apparatus, there must also be a positive orientation to 
enable the United States to deal with its increasingly powerful trad- 
ing partners. With the increase in growth and income levels abroad, 
tariff reductions made in the future will be of increasing value to the 
United States because of newly-generated dollar markets. 

Basic propositions should be thoroughly explored. One such prop- 
usition is that authority be given for across-the-board tariff reductions, 
The advantage of this procedure i is that it eliminates an almost self- 
defeating netw ork of haggling for advantage over particular items. 
It may well be, in a future round of negotiations, the only feasible 
method of assuring progress in free world trade relations. In order 
to be in a position to discuss and implement such a proposition with 
full possession of all available facts, the U.S. Government should con- 
duct a thorough study of the potential impact on the U.S. economy 
and its various sectors of across-the-board tariff reductions. It should 
also seek to determine the need, under such conditions, of effective 
escape clause procedures to avoid serious dislocations, and the criteria 
to be applied. 

A second basic proposition well worth exploring is the possibility 
of en: acting a trade agreements act. to endure for a much longer time 
than 3 or4 years. It will become increasingly important for our trad- 
ing colleagues to be able to rely on a re: asonably stable set of ground 
rules, Moreove ar, the United States would have more bargaining 
leverage to insist on equal treatment if it possessed a stability in a 
given course of policy for a substantial time period. The study mis- 
sion is confident that ways can be devised of assuring a reasonable 
degree of congressional control should such long-range authority be 
obtained. 





8. Industrial modernization and location 


Basic to, and part and parcel of, many of the above recommenda- 
tions is the proposition that there is now, and will continue to be, a 
pressing need for governmental procedures to assist an industry in 
extreme difficulty because of reasons beyond its control either to mod- 

ernize its plant, processes, and equipment or to convert to a more 
competitive product; and to assist an area which is deeply afflicted by 
the failure or exodus of key industries, to reconstitute a suitable in- 
dustrial complex. It may well be that the corollary to authority for 
across-the-board tariff reductions is equally broad authority for 
assistance to industrial management. 

Although the application of such programs should not, and could 
not, be limited to industries and areas adversely affected by foreign 
competition, the existence of effective apparatus of this nature is 
necessary if the American public is to have an alternative to extreme 
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protectionism. The European Economic Community, the United 
<ingdom, Belgium, and perhaps others have set. up such machinery. 
Their deliberations and experience should be helpful in devising the 
most effective program for the needs of the United States. 


9. Survey of subsidies 

There are other measures, in addition to intervention of the industry 
modernization and area development type, which should also be 
adopted. They have as their purpose the creation of conditions neces- 
sary to effective competition. The first of these is the elimination of 
unjustifiable subsidies, which encourage the uneconomic use of re- 
sources. It is a fact that no one in this country knows the full range 
of Government subsidies. The study mission therefore recommends 
that a comprehensive study of such subsidies be undertaken with the 
objective of bringing them to the bright light of day. Many of them 
will undoubtedly prove justifiable from a strategic, or social, if not 
from a business point of view. But many more may well prove un- 
justifiable. 


10. Tax exemption in developed areas 

One subsidy in particular that the study mission considers no longer 
justifiable is the granting of special tax benefits to companies which 
invest in developed areas. ‘There is adequate economic incentive for 
firms to invest in Europe. The addition of an artificial incentive 
serves no national interest. 


11. Export information 

Another measure recommended is that the executive branch give 
careful consideration to the problem of improving the distribution of 
usable information to the potential exporter. <A large quantity of the 
information needed by any businessman in this country who contem- 
plates a venture in export trade is either on hand or readily avail- 
able from a commercial attaché in the appropriate U.S. Embassy. 
The problem is how to effect. distribution to those who might profit- 
ably use the information. The study mission recommends that the 
Department of Commerce cooperate with the U.S. Chamber of Com- 
merce and other organizations in a sustained and intensified program 
to urge American businessmen to extend their horizons to include the 
international scene. It also recommends that the Bureau of Foreign 
Commerce be supplied adequate funds to carry on effective programs 
in this area. 

To assist U.S. business to reach new levels of effectiveness in export 
competition, a continuing study should be made of growth products— 
aeiacbe for which the prospects of new and enlarged markets are 
favorable. 

12. Labor mobility 

Another area of action setting the stage for competition is that of 
increasing the practical possibility of labor mobility. Only to the 
extent that excess labor can move to areas of short supply will the 
competitive process work effectively, When excess labor is bottled up 
in a surplus labor area, costs increase both to the surplus labor area 
and to the area in short supply. 

Two levels of approach are recommended—the substantive and the 
mechanical. On the substantive level, Government action is admit- 
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tedly less needed than in the area of fringe benefits such as pensions, 
seniority rights, and vacation eligibility. When an employee has, 
for example, built up a nontransferable equity in retirement income, 
he is reluctant to move. In short, he has been taken out of the mobile 
labor force. On the mechanical level, the executive branch should 
take advantage of developments in electronic computer technology 
and apply them to its network of employment security offices so that 
the knowledge of specific job openings with specific requirements 
in Tucson or Los Angeles can be immediately conveyed to offices in 
other parts of the country where men and women meeting the require- 
ments could be located and interviewed. As long as there is imper- 
fect knowledge, there will be imperfect competition. 


13. Other recommendations 


The recommendation calling for a reconstituted OEEC involves 
a continuous effort to coordinate and rationalize foreign aid; to at- 
tempt to adjust the burden of low-cost imports; and to minimize 
the fluctuation in commodity prices. These important policy goals 
are therefore not separately mentioned. 

These recommmendations have concerned themselves with specific 
items in the general area of foreign economic politics and domestic im- 
plications. The nature of the recommendations makes perfectly clear 
that there is no longer any clear line of demarcation between foreign 
and domestic policy. 
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Members of the European Community Also associated with the OEEC and GATT (light grey area) 
Belgium, France, Germany (Federal Republic), Italy, Luxembourg and the Netherlands. 
Population—165 million Area—449,000 square miles 

Other Member Nations of OEEC (Dark grey area) 

Austria, Denmark, Greece, Iceland, Ireland, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, 
United Kingdom. 


From: Supplement to European Community Bulletin No. 38, issued by The 
European Community Information Service, 220 Southern Building, Washington 
5, D.C. 
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4 
APPENDIX B 


Masor EUROPEAN INTERGOVERNMENTAL AND SUPRANATIONAL ORGANIZATIONS 


1. Beneluw 


Brussels. 

Economic union between Belgium, Netherlands, Luxembourg, aiming at free 
movement of labor, goods, capital, and publie services; coordinated economic, 
financial, and social policies; raising living standards and stabilizing currencies ; 
common external commercial policy. 

2. Council of Hurope (CE) 

Strasbourg, France. 

Principal organs are: Committee of Ministers; Consultative Assembly; Secre- 
tariat ; European Court of Human Rights. 

Seeks to achieve “greater unity between its members for the purpose of safe- 
guarding and realizing the ideals and principles which are their common heritage 
and facilitating their economic and social progress.” 

Members (15) : Austria, Belgium, Denmark, France, German Federal Republic, 
Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, Sweden, 
Turkey, United Kingdom. 

= the Council of Hurope belongs the cultural fund of the Council of 
urope 

Purpose: To promote a program of multilateral cultural cooperation in the 
framework of the European Cultural Convention signed in Paris December 19, 
1954. Financial resources contributed by governments and private sources. 

The fund supports European institutions working in educational, scientific 
and cultural fields. It began operation January 1, 1959. 


8. European Coal and Steel Community (ECSO) 


Luxembourg. 

High Authority (9 members) ; Council of Ministers; European Parliamentary 
Assembly ; Court of Justice ; Consultative Committee. (Huropean Parliamentary 
Assembly and Court of Justice serve EEC and Euratom also.) 

Created and now administers a common market for coal and steel between 
aoe Federal Republic of Germany, Italy, Belgium, Netherlands, and Luxem- 

urg (6). 


4. Huropean Economic Community (Common Market) (EEC or OM) 


Brussels. 

Council of Ministers. Commission (9 members). Economic and Social Com- 
mittee (consultative capacity). European Parliamentary Assembly. Court of 
Justice. (European Parliamentary and Court of Justice are common to HEC, 
ECSCO, Euratom. Hconomic and Social Committee is common to EEC and Eura- 
tom.) 

Members (6): Belgium, France, Federal Republic of Germany, Italy, Luxem- 
bourg, Netherlands. 


5. Buropean Atomic Energy Community (Huratom) 


Brussels. 

Council of Ministers. Commission (5 members). Economic and Social Com- 
mittee (consultative capacity). European Parliamentary Assembly. Court of 
Justice. (Assembly and Court are common to EEC, Euratom and BOSCO. 
Economie and Social Committee is common to EEC and Buratom.) 

Members (6) : Belgium, France, German Federal Republic, Italy, Luxembourg, 
Netherlands. 

Responsible for developing nuclear research and industry and for creating 
common market in nuclear materials and equipment. 


6. Nordic Council 
Secretariat, made up of national groups contributed by members at times of 

meetings. Council. Provides forum for consultation among legislatures and 

governments of member countries in matters involving joint action and dis- 

cussion of questions of common interest. Recently discussed Scandinavian cus- 

toms union. 

Members (5): Denmark, Finland, Iceland, Norway, Sweden. 
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7. Organization for European Economie Cooperation (OHEC) 

Paris. 

Member governments (18): Austria, Belgium, Denmark, France, German Fed- 
eral Republic, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, 
Portugal, Sweden, Switzerland, Turkey, United Kingdom, Spain. (United States 
and Canada are associate members. ) 

Yugoslavia also participates in various aspects of the work. Members co- 
ordinate their economic and financial measures in OEEC primarily to free 
European trade and payments; increase productivity and production; ease man- 
power problems and facilitate movement of workers; and strengthen their finan- 
cial positions. 

Subordinate bodies: 

(a) Huropean Monetary Agreement (HMA) 

Replaced (December 1958) the European Payments Union, Provides a forum 
for continuing expert review of European balance of payments problems, facili- 
tates the, settlement of intra-European transactions, and may provide financing 
to member countries in need of supplementary reserves. 

(b) Huropean Productivity Agency (HPA) 

Makes studies of European productivity problems; conducts training activities 
to stimulate productivity. The United States participates fully and makes 
financial contribution. 

(c) Buropean Nuclear Energy Agency (HNEA) 

Organizes cooperative activities between members in field of nuclear research 
and development. 

(d) Huropean Conference of Ministers of Transport (ECMT) 

Coordinates rational development of European inland transport. 
8, Western European Union (WEU) 

London. 

Assembly, Council. Secretariat General. Armaments control agency. 
Standing armament committee. 

Purposes: strengthen peace and security among member states; promote unity 
and encourage progressive integration of Europe. Collaboration promoted in 
social and cultural matters. Insures that the agreed limits set to land, sea, and 
air forces of member states are not exceeded except by unanimous approval. 

Members: Belgium, France, Federal Republic of Germany, Italy, Netherlands, 
United Kingdom. 


9. Council for European Nuclear Research (CERN) 


Geneva. 

Organization begun in 1952 to undertake basic research in nuclear physics. 
Has laboratory in Geneva. 

Members (12): Belgium, Denmark, France, Greece, Italy, Netherlands, Nor- 
way, Sweden, Switzerland, United Kingdom, Federal Republic of Germany, 
Yugoslavia. 

(Held symposium on high energy. acceleration in June 1956.) 


10. Joint establishment for nuclear energy research 


Cooperative research institute located at Kjellar, Norway. Financed jointly 
by Norway and the Netherlands. 

Operates Halden Boiling Water Reactor, in which Euratom and Six ENEA 
members participate. 


11. European Atomic Bnergy Society 


Hstablished in London in 1954. 

Purpose: Further cooperation in nuclear research, standardize nomenclature 
and symbols, study professional risks and safety measures, and discuss prob- 
lems of industrial applications of atomic energy. 

Members: Representatives from atomic energy commissions of 11 West Euro- 
pean states. (Belgium, Denmark, France, Italy, Netherlands, Norway, Portu- 
gal, Spain, Sweden, Switzerland, United Kingdom, and West Germany.) 


12. Belgium-Lurembourg Economic Union (BLEU) 


Complete customs union established between Lasumbeurg and Belgium in 
1922, still in existence, Forerunner of Benelux. 








136 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


4 
APpPENDIx O 
SELECTIVE BIBLIOGRAPHY ON THE COMMON MARKET 


THE OUTER SEVEN, AND PROBLEMS OF EUROPEAN ECONOMIC INTEGRATION * 


Notrre.—The Schuman Plan (European Coal and Steel Community), NATO, and Euratom 
have been excluded from this bibliography. 


The bibliography of European Integration, The European Coal and Steel Com- 
munity, NATO, Euratom, the Free Trade Area, The Outer Seven, The Common 
Market, Benelux, and similar movements is extensive. The selected references 
below are largely for the period, November 1957 through October 1959. They 
consist largely of references with respect to the Common Market and the Outer 
Seven, although some representative selections on economic integration have 
been included. Of necessity, studies of the Schuman Plan, Euratom, and NATO 
have been excluded. Only the more important articles have been cited from 
such publications as the (London) Times, The Economist, The Statist, The 
New York Times, The United Nations, The OEEC, and other organizations. 
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ApPENDIx D 
SELECTIVE CHRONOLOGY OF EVENTS PRECEDING THE TREATY OF ROME 


1947 
June: Gen, George C. Marshall, in commencement address at Harvard Uni- 
versity, offers American economic aid to Europe. 


July: A Committee for European Economic Cooperation to prepare draft 
recovery program is set up by conference of 16 Buropean countries. 


1948 

March: Brussels Treaty for collective self-defense signed by the United 
Kingdom, France, and the Benelux nations. 

April: Fourteen Western European countries establish OEEC by signing 
Convention for European Economic Cooperation. (Present membership is 18.) 


1949 

April: NATO is established by signature of North Atlantic Treaty among 12 
countries. (Present membership is 15.) 

July: Intra-Buropean trade liberalization program begins when OEEC Council 
requests member countries to take necessary steps for progressive elimination 
of quantitative import restrictions among one another. 

August: Entry into force of the Statute of the Council of Europe among 10 
countries. (Present membership is 15.) 

October : Germany begins participation in OEEC. 


1950 

May: On behalf of French Government, M. Robert Schuman proposes that 
France and Germany place coal and steel production under a federal European 
institution open to other countries, 

June: United States and Canada invited to associate themselves with work of 
the OBEC. 

August: Adoption by OEEC of Code of Liberalization; decision to establish 
European Payments Union. 

October: M. René Pleven on behalf of French Government announces French 
plan for a European Defense Community (EDC). 


1951 


April: Treaty establishing European Coal and Steel Community (BCSC) 
signed in Paris by France, Germany, Italy, and Benelux nations. 


1952 

March: OEEC Steering Board for Trade established. 

May: EDC Treaty signed in Paris by France, Germany, Italy, and three 
Benelux nations. 

July: ECSC Treaty enters into force. 


1953 


March: European Productivity Agency (EPA) created under OREC., 
March: Draft treaty for statute of a European political community is handed 
to foreign ministers of the Six at Strasbourg. 


1954 
August: French National Assembly rejects EDC Treaty. 


October: At Paris final agreement of nine powers on Western European 
Union (WEU) and German entry into NATO. 


1955 


January and February: Spain and Yugoslavia invited to participate in cer- 
tain OBEC activities. 

May: Western European Union comes into existence. 

June: Foreign ministers of the Six ECSO countries meeting at Messina pro- 
pose further steps toward European integration. 

August: European Monetary Agreement (EMA) signed, to come into force on 
return to convertibility by a number of OEEC member countries. 
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1956 


May: Foreign Ministers of the Six at Venice agree to establish conference to 
draft Common Market and Euratom Treaties. 
July: OEEC decides to establish European Nuclear Energy Agency (ENBA). 


1957 


February: OEEC Council decides to determine conditions for establishing a 
Buropean Free Trade Area to associate multilaterally the European Economic 
Community and the other OEEC Member States. Following report of Com- 
mittee of Three on nonmilitary NATO cooperation, and action by North Atlantic 
Council, NATO Committee of Economic Advisers established. 

Mareh: Treaties establishing the European Economic Community (Common 
Market) and European Atomic Energy Community (Euratom) signed at Rome 
by France, Germany, Italy, and Benelux nations. 


APpPENDIx BD 
SumMMaAry oF U.S. INTEREST IN EUROPEAN ECONOMIC INTEGRATION 


In the early postwar period, the most essential task which European govern- 
ments faced was the restoration of their war-devastated economies. The United 
States, recognizing that the means which would be necessary to bring about suc- 
cessful rehabilitation far exceeded European capacity, offered to assist in coopera- 
tive efforts to achieve this objective. From the outset, the United States had 
in mind that the initiatives would have to come from the Europeans, and that 
the objective should extend reconstruction per se so as to ensure the develop- 
ment of more lasting patterns of economic cooperation among European 
countries. 

The first clear statements of U.S. policy in this connection came when Secre- 
tary Marshall boldly proposed large-scale U.S. aid to assist European recovery. 
In a letter to Senator Vandenberg in June 1947, Secretary Marshall stated that: 
“the United States welcomes any initiative * * * by the people of Europe * * * 
to insure greater economic cooperation among themselves, to expedite the re- 
construction and recovery of the Buropean economy as a whole * * *.” In the 
first Foreign Assistance Act the Congress declared it to be U.S. policy 
to: “encourage these countries through a joint organization to exert sustained 
common efforts * * * which will speedily achieve that economic cooperation in 
Europe which is essential for lasting peace and prosperity * * *.” Subsequent 
steps in trade liberalization and the creation of the EPU were welcomed. The 
United States has been closely associated with the activities of the OEREC since 
the Organization’s inception. The United States contributed over $300 million 
to the capital assets of EPU, and some $270 million which remained was trans- 
ferred to the EMA capital fund when that agency superceded the EPU in early 
1959. 

With the establishment of the OEEC as a cooperative European organization 
to apportion U.S. aid, the U.S. Government also lent its encouragement 
to European initiatives aimed at economic integration and closer political unity. 
This policy has been based on three main convictions : 

(1) That the creation of a new political, economic, and military unit in 
Western Europe, in alliance with the United States, would contribute decisively 
to the political cohesion and the economic and military strength of the Atlantic 
community as a whole; 

(2) That the development of common institutions and economic solidarity 
between Germany and her Western European neighbors would provide an 
organic basis for attenuating former national rivalries and promoting Franco- 
German friendship and cooperation ; 

(3) That the creation of a broad competitive market in Western Europe 
would build up the economic strength and health of the area as a whole and 
thus help to remove a major obstacle to development of a multilateral trading 
system with convertible currencies among the nations of the free world. 

In October 1949, ECA Administrator Paul Hoffman, in a speech to the OFEU 
Council, explicitly offered U.S. support to European efforts to create a broad 
single market as a means to restore Europe’s standard of living and its competi- 
tive position in the world. 

The United States greeted as an act of constructive statesmanship the Schuman 
proposal of May 1950 for the formation of the Buropean Coal and Steel Com- 
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munity (ECSC). In April 1954, the United States made a loan of $100 million 
to the ECSC. 

During the period of negotiation and parliamentary consideration of the Buro- 
pean Defense Community Treaty (EDC) and until its rejection, the United 
States made clear its hope to see the treaty accepted by the signatory govern- 
ments. Following rejection of the EDC, the United States participated in the 
negotiations leading to the establishment of the Western European Union (WEU) 
and German entry into NATO. 

The Congress has strongly confirmed executive branch support for Buropean 
integration. This has been most clearly expressed in a section of the annual 
Mutual Security Act, first inserted on congressional initiative in 1952 and re- 
peated with variations in all subsequent years. This section now reads in part: 

“The Congress * * * reaffirms its belief in the necessity of further efforts 
toward political federation, military integration and economic unification as‘a 
means of building strength, establishing security and preserving peace in the 
North Atlantic area * * *. This act should be so administered as to support 
concrete measures to promote greater political federation * * * and economic 
unification in Europe * * *.” 

Secretary Dulles in December 1955 reaffirmed the hope that the Europeans 
would go ahead with unity plans, and President Eisenhower stated in a speech 
at Miami on October 29, 1956: 

“Nothing has been more heartening than the recent announcement of two 
proposals (for a Common Market and a free trade area) that would advance 
further the economic integration of Europe * * *. We shall watch these ex- 
citing new developments with the keenest interest. Because, my friends, as 
Europe grows stronger economically we gain in every way * * *.” 

In January 1957, the Department of State officially welcomed initiatives for 
a common market and free trade area in Western Europe in the light of two 
traditional U.S. policies: ‘our consistent support of moves to further the politi- 
cal and economic strength and cohesion of Western Europe within an expanding 
Atlantic community, and our longstanding devotion to progress toward free non- 
discriminatory, multilateral trade and convertibility of currencies.” At the same 
time, the Department of State noted certain tariff, agricultural and other aspects 
of these European initiatives in which the United States would be particularly 
interested. 

On various occasions during the Free Trade Area negotiations, notably in an 
address by then Under Secretary of State Herter at the OEEC 10th anniversary 
meeting in April 1958, the United States made known to the participating coun- 
tries both its sympathetic interest in the general objectives of the negotiations 
and its views on certain implications for world trade of the Free Trade Area 
proposals. 

In a joint declaration issued in May 1957 by President Eisenhower and Chan- 
cellor Adenauer at the conclusion of the German Chanceellor’s official visit to 
Washington, gratification was expressed over the significant progress made 
toward closer economic integration in Europe. Further, “* * * the President 
expressed the great interest of the U.S. Government and of the American people 
in these treaties (European Common Market and Euratom) and his belief that 
their entry into force will benefit not only the people of Europe, but those of 
the entire world.” 

Since the entry into force of the Common Market and Euratom Treaties on 
January 1, 1958, the United States has in various ways signified its continued 
interest in, and support for, the objectives of the European Communities. In 
sessions of the contracting parties to the General Agreement on Tariffs and Trade 
(GATT), and in other meetings of international organizations, the United States 
has frequently explained its position, both on general aspects of the European 
integration movement and on particular aspects as they relate to the trade inter- 
ests of the United States and to the international trading community generally. 

In February 1953 the United States established a mission to the European Coal 
and Steel Community, headed by the U.S. representative with personal 
rank of Ambassador. In early 1958 Ambassador W. Walton Butterworth, the 
present U.S. representative to the ECSC, was appointed additionally the U.S. 
representative to the European Atomic Energy and Economic Communities, thus 
heading a combined mission to all three European Communities. 

In the field of peaceful uses of atomic energy, the United States and Euratom 
have initiated an important joint program. The Congress gave the first author- 
ization for U.S. participation in this program in the Euratom Cooperation Act 
of 1958. The program provides for the construction of United States-type re- 

50486—60——11 








150 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


actors by European utilities with assistance from the United States in the form 
of deferred payment for fuel, AEC guarantees on fuel-element cost and perform- 
ance, and a low-interest loan toward the capital cost of these plants of $135 
million from the Export-Import Bank; the United States and Euratom are each 
contributing equal sums in a 5-year $100-million research and development pro- 
gram to improve power reactor performance. 

In June 1959 Dr. Walter Halistein, President of the Commission of the Buro- 
pean Hconomic Community; M. Etienne Hirsch, President of the Commission of 
the Buropean Atomic Energy Community; and M. Paul Finet, President of the 
High Authority of the Buropean Coal and Steel Community, made an official 
visit to Washington at the invitation of the Secretary of State. The communique 
issued at the conclusion of the visit states: “Dr. Hallstein, M. Hirsch, and 
M. Finet, on behalf of the European Communities, took this occasion to express 
to the President their appreciation and gratitude for the consistent support and 
sympathetic interest the United States has always shown toward the European 
integration movement. The President stated that the United States continues to 
support the objectives of the European Communities because of the significant 
promise they hold for enhancing the strength and well-being not only of Europe, 
but of the entire free world.” 


APPENDIX F 


SUMMARY OF THE RoME Treaty EsTABLISHING THE HuRoOPEAN EconomIc 
CoMMUNITY 


(This summary is based on Appendix A of the Committee for Economic De 
velopment pamphlet of the “European Common Market and Its Meaning to 
the United States,” first printing, May 1959.) 

The official documents establishing the Common Market consist of the Treaty 
itself, an Annex of tariff listings, various Protocols, a Convention relating to 
certain institutions of the Common Market and a Final Act containing prin- 
cipally declarations of intention by the signatories. 

The Treaty, 248 Articles long, consists of six parts which will be described 
below. They are: (1) Principles, (2) Bases of the Community, (3) Policy of the 
Community, (4) Association of Overseas Countries and Territories, (5) Organs 
of the Community, (6) General and Final Provisions. 


PART I. PRINCIPLES 


Articles 1-8.—The Community’s mission in establishing the common market 
is to “promote * * * the harmonious development of economic activities, con- 
tinuous and balanced expansion, increased stability, a more rapid improvement 
in the standard of living and closer relations between its Member States.” The 
States make the following commitments: (1) removal of customs duties and im- 
port and export quotas between each other; (2) establishment of a common 
tariff and commercial policy for states outside the Community; (3) abolition 
within the Community of obstacles to the free movement of persons, services 
and capital; (4) inauguration of common agricultural and transport policies; 
(5) establishment of a system ensuring competition; (6) adoption of proce- 
dures for coordination of domestic policies and for remedying balance-of-pay- 
ments disequilibria; (1) removal of differences in national laws necessary for 
operation of the Common Market; (8) creation of a European Social Fund for 
education and training of displaced workers and to raise their standard of liv- 
ing; (9) establishment of a Buropean Investment Bank to facilitate economic 
expansion; (10) association of dependent overseas territories with the Com- 
munity. 

The Treaty establishes that the institutions of the Community will be an 
Assembly, a Council, a Commission, and a Court of Justice. The Council and 
the Commission will be assisted by an advisory Economic and Social Council. 

The Common Market will be gradually established during a transition period 
of twelve years, divided into three stages of four years each. Passage from the 
first to second stage is conditioned upon whether the main aims of the Treaty 
for the first stage have been achieved. This will be established by the Council, 
acting upon a Commission report, by unanimous vote at the end of the fourth 
year. Failure to achieve a unanimous vote can extend the first stage for one or 
two years. At the end of the sixth year, however, decision will be reached by a 
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majority vote of the Commission. Within one month from this last vote, any 
Member State can require the Council to appoint a three man Arbitration Board 
whose decision will be binding on all Members. Its award must be given within 
six months. The effect of these provisions, thus, is to provide for a 12-year 
transition period which may be extended to a maximum of 15 years. 


PART II, BASES OF THE COMMUNITY 


TITLE I—FREE MOVEMENT OF GOODS 


Articles 9-11.—The general objectives of the Customs Union for the Commu- 
nity and adoption of customs tariffs in relation to third countries are outlined 
here. They were to be met during the first year the Treaty was in force. 


CHAPTER 1: THE Customs UNION 


SECTION 1: The Elimination of Customs Duties Between Member States 

Articles 12-17.—During the first of three four-year stages, each state promised 
to cut each of its protective duties existing on January 1, 1957, by 10 percent by 
the end of the first year. By the end of the first stage each state would: 

(1) lower overall tariff level by at least 30 percent ; 

(2) reduce duties by a minimum of 20 percent ; 

(3) make an effort to reduce duties by at least 25 percent; 

(4) lower by 30 percent duties on which the rate would still exceed 30 
percent. 

By the end of the second stage each state: 

(1) reduce overall tariff by at least 60 percent: 

(2) reduce all duties by a minimum of 35 percent ; 

(3) make an effort to reduce duties by at least 50 percent ; 

(4) lower by 60 percent duties on which the rate would still exceed 
30 percent. 

At the end of the third stage protective duties will be eliminated. The manner 
in which this final step will be taken is determined by the Council by qualified 
majority voting at the end of the second stage. 

The timing of the tariff cuts are specified in the Treaty. Reductions during 
the first stage will be effected on three occasions. On January 1, 1959, one 
year after the entry of the Treaty into force, all duties were to be reduced by 
10 percent, the second reduction eighteen months later, on July 1, 1960, and 
the third on January 1, 1962. 

During the second stage, a reduction will be made eighteen months after its 
inception, another reduction eighteen months later and the final reduction one 
year later at the end of the second stage. 

The Treaty does not specify how tariff reductions will be made during the 
third stage. This will be determined by the Council of Ministers, by qualified 
majority voting, at the end of the second stage. 

All export duties and equivalent taxes are to be removed by the end of the 
first stage. Revenue duties will be eliminated in somewhat the same manner 
as protective duties described above. They may be replaced by nondiscrimi- 
natory internal taxes. 


SecTION 2: Establishment of a Common Customs Tariff 


Articles 18-29—The Community will have a single common external tariff by 
the end of the transition period. With certain exceptions, it will represent the 
arithmetic average of the duties in the four customs areas—Benelux, France, West 
Germany, and Italy. Individual country rates will be adjusted up or down toward 
the common tariff rate during the transition period. At the end of the first 
stage, where the spread of individual rates is less than 15 percent, the common 
rate will go into effect. Where the spread is more than 30 percent, the dif- 
ference will be cut by 30 percent. It will be reduced by another 30 percent at 
the end of the second stage and eliminated at the end of the transition period. 

There are several exceptions to the general rule that the Common external 
tariff will be the arithmetic average of the duties actually applied by the four 
customs areas on January 1, 1957: 

1. The Italian duties used in the calculation will in general be somewhat higher 
than the Italian applied rates but cannot exceed the applied rates by more than 
10 percent. 

2 Certain suspensions of duties in France (List A) will not be taken into 
account. 
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8. For certain raw materials, semifinished products and chemicals, the maxi- 
mum common tariff rates will be: (a) 3 percent for items on List B (raw ma- 
terials) ; (b) 10 percent for items on List C (semifinished products) ; (c) 15 per- 
cent for items on List D (inorganic chemicals) ; (d) 25 percent for items on list 
E (organic chemicals). 

4. Certain rates have been set by the negotiators (List F). These rates were 
in general calculated by the general formula but involved items of particular 
importance to a member or ones whose subsequent classification might have been 
a subject of dispute. 

5. Certain rates (List G) have been left for negotiation during the first stage 
or, failing agreement, for subsequent fixing by the Council. Each state may add 
items up to 2 percent of the total value of its imports from outside countries 
during 1956. 

6. For cereals and wheat flours the arithmetic average of the book rather than 
of applied duties will be used. A State may suspend duties on these products 
until common regulation of the market is achieved. 

7. The Commission may allow’a member, if faced with “special difficulties,” 
to postpone temporarily compliance. This temporary escape clause does not apply 
to items comprising more than 5 percent of the member’s total annual imports 
from outside countries. 


CHAPTER 2: THE ELIMINATION OF QUANTITATIVE RESTRICTIONS BETWEEN MEMBER 
STATES 


Articles 30-37.—The general rule in the Treaty is that all import quotas and 
similar restrictions against imports from members will be removed by the end 
of the transition period with the traditional exception of those imposed solely 
for reasons of public morals, health, security, etc. 

The method of removal is as follows: At the end of the first year each State will 
establish global quotas. In other words, bilateral quotas for each product will 
be amalgamated into one nondiscriminatory global quota vis-a-Vis the rest of the 
Community. Each State must then enlarge its global quotas by an average of at 
least 20 percent annually and every global quota by at least 10 percent annually 
except when the quotas represent more than 20 percent of the national output 
of the product in question. 

If imports of a product are less than the quota for two consecutive years, the 
quota will be eliminated. 

A quota must equal at least 8 percent of national production by the end of 
the first year, 5 percent by the end of the second, and 20 percent by the end of 
the tenth. 

The Commission can recommend accelerated removal of quotas. 

Export quotas are prohibited and are to be eliminated by the end of the first 
stage. 


TITLE II: AGRICULTURE 


Articles 38—47.—Agricultural products will receive very different treatment than 
other products. 

A common agricultural policy will be developed gradually but will be in full 
effect by the end of the transition period. The objectives of the policy are to 
increase agricultural productivity; assure an equitable standard of living to 
the agricultural population; stabilize markets; guarantee supplies; and assure 
reasonable consumer prices. 

Agricultural markets will be organized, depending on the product, in one of 
the following forms: 

a. a system of common rules to control competition ; 

b. compulsory coordination of the several national systems of market regula- 
tion ; or 

c. a European Marketing Board. 

These forms of regulation may be implemented by price controls, subsidies 
on marketing and production, stockpiling and carry-over systems, common 
mechanisms for import and export stabilization, and a common fund or funds 
for agricultural guidance and market support. 

There will be no immediate change in the agricultural policies currently 
pursued by the member governments By January 1, 1960, the Commission will 
make proposals to the Council for formulating and implementing a common 
policy, including proposals for the replacement of national market organizations 
by one of the joint market organization systems stipulated in the Treaty. 
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The Commission’s proposals will become effective if approved by the Council, 
after consulting the Assembly, by wnanimity during the first two stages and 
by qualified majority thereafter. 

No State may veto a proposal, however, if a qualified majority believes the 
proposal meets two conditions : 

(1) that the system offers as great protection to producers as the previous 
system. 

(2) that the system ensures that trade within the Community will take 
place under conditions analogous to those within a national market. 

Agriculture received general exemption from the Treaty’s rules of competition 
except to the extent decided by the Council. Subsidies are authorized in order 
to protect “unfavorably situated agricultural operations” and for economic 
development. 

During the transition period, import quotas on agricultural prodrets from 
member States will be replaced by national systems of minimum import prices. 
The systems must operate so as not to: 

(1) reduce existing trade between member States ; 

(2) prevent expansion of such trade; or 

(3) prevent the “progressive development of a natural preference among 
the member States.” - 

Although members will set initial minimum prices, the Council within three 
years will set up minimum price criteria on which national prices must be 
based. The Council, by qualified majority, may revise any minimum prices 
failing to meet its criteria. If after the end of the second stage, the Council 
cannot agree on criteria for a given product, it may nevertheless require a State 
to revise its minimum prices. 

At the end of the transition period, the Council will decide by simple weighted 
majority what system to follow for the remaining national minimum prices. 

For certain agricultural products multilateral long-term contracts will be ne- 
gotiated between the Six during the first stage when: 

(1) common regulation of the market for the product is pending ; 

(2) a State guarantees a market for domestic producers and has to im- 
port the product. Prices under these contracts will be set by negotiation 
on the basis of directives from the Commission. 

By the end of the transition period, however, import prices under the contracts 
must equal the domestic support prices of the importing State. 

These agreements are not an obstacle to imports of raw materials from out- 
side the Community if they are to be used for manufacturing products to be ex- 
ported. If the Council decides unanimously that a long-term contract is called 
for, it must make up the difference in cost between the world market and the 
Community’s contract price to the State or States that are affected. 

The common external tariff on agricultural products will in general be set in 
the same way as that for other products. 


TITLE III: THE FREE MOVEMENT OF PERSONS, SERVICES, AND 
CAPITAL 


CHAPTER 1: THE WORKERS 


Articles 48-51.—The Treaty provides that there will be free movement of 
workers throughout the Community by the end of the transition period and all 
discrimination based on nationality as regards employment, wages, and other 
working conditions will be eliminated. 

The “free movement of workers” includes the right to: 

a. take a job that is actually offered ; 

b. move freely throughout the Community for that purpose; 

ec. stay in a country after having held a job there (subject to conditions 
to be laid down by the Commission ). 

These provisions are implemented by the Commission decisions to: 

a. coordinate and modify national legislation and regulations ; 

b. establish a clearinghouse for job offers and requests ; 

ec. bring about collaboration among the national government departments 
concerned with labor matters. 

The Council, voting unanimously, will adopt social security measures ensur- 
ing free movement of werkers and will provide that : 

a, social security benefits will be cumulative no matter in which country 
the work is performed and that benefits will be payable anywhere in the 
Community. 
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CuapTer 2: THE RIGHT OF ESTABLISHMENT 


Articles 52-58.—Restriction of the freedom for a person or company, national 
of one member State, to establish himself or itself in another member State will 
be eliminated by the end of the transition period. Restrictions on the creation 
of agencies, branches or subsidiaries will be removed. WBHach State, within three 
years, will grant nationals of the other States equal rights with its own nationals 
as regards financial participation in the capital of companies. 

The Council will decide how restrictions are to be removed. It will decide by 
unanimity during the first stage and by qualified majority thereafter. 

Activities which in any State come, even incidentally, within the sphere of 
the exercise of public authority are exempted from these provisions. 


CHAPTER 3: SERVICES 


Articles 59-66.—Services, according to the Treaty “. . . include, in particular: 
“a. activities of an industrial character ; 
“b. activities of a commercial character ; 
“ce. craft activities ; 
“d. the activities of the liberal professions.” 

“ . . Restrictions on services are also to be eliminated by the end of the 
transition period in the same manner as restrictions on the right of establish- 
ment are to be eliminated.” 

The Council may by unanimity extend similar rights to persons or companies, 
nationals of outside States and established within the territory of the Community. 


CHAPTER 4: CAPITAL 


Articles 67-73.—Restrictions on capital movements will be eliminated over the 
transition period to the extent necessary for proper functioning of the Market. 
This also applies to discriminatory treatment based on nationality. Current 
payments connected with the movement of capital will be free by the end of the 
first stage. 

After consulting the Monetary Committee,’ the Commission will draw up im- 
plementing measures. The Council will decide upon these measures by unanimity 
during the first two stages, and by qualified majority thereafter. 

With respect to capital movements to and from third countries, coordination 
of policy is the objective. The Commission will propose measures in this regard 
and is under instructions to be as liberal as possible. The Council will pass on 
the measures by unanimity. However, if divergent policies permit evasions 
of a State’s regulations, the State may take action to stop evasions, subject to 
review and possible revision or annulment by a qualified majority vote of the 
Council. Member states must keep the Commission informed of capital move- 
ments to and from third countries. 

Under normal procedures, when certain capital movements disrupt the opera- 
tion of the capital market in any State, the State in question will get prior 
authorization from the Commission to take protective measures. In cases of 
urgency or where secrecy is required, the State may act first and then seek the 
Commission’s approval. 


TITLE IV: TRANSPORT 


Articles 74-84.—The objectives of the Members with respect to transport is to 
establish a common transport policy. At present this commitment applies only 
to rail, highway and inland waterway. 

The Council will have responsibility for implementing the general policy. It 
will decide by unanimity during the first two stages and (with exceptions) by 
qualified majority thereafter. These measures are to include: 

a. establishment of common regulations for inter-state traffic ; 
b. establishment of conditions under which a carrier will be permitted to 
operate in the territory of another member state. 

The Treaty provides that discrimination, in rates or conditions, will be elimi- 
nated during the first two stages. Rates and conditions established for pur- 
poses of protection or subsidization are in general forbidden after the first stage 
unless approved by the Commission. 


2 The Monetary Committee is provided for in Article 105. It is an advisory group having 
the following functions: a. “‘to keep under review the monetary and financial situation 
of Member States and of the Community, and also the general payments system of Member 
States, and to report regularly thereon to the Council and to the Commission; of its own 
initiative, or at the request of the Council or the Commission, to formulate opinions for 


submission to these institutions. The Member States and the Commission shall each appoint 
two members of the Monetary Committee.” 
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The Commission is to consider requirements of suitable regional economic 
policy, needs of underdeveloped regions, political circumstances and the effect 
of rates and conditions on competition between different forms of transport. 

States are also to reduce frontier taxes and fees to a level representative of 
actual cost of services rendered. 

Subsidies to carriers will be allowed if they facilitate the coordination of 
transport or are in reimbursement of obligations assured as a public service. 

Transport measures taken by West Germany to assist its areas adversely af- 
fected by the division of Germany will be considered compatible with the Treaty. 


PART III. POLICY OF THE COMMUNITY 
(Articles 85-130) 


TITLE I: COMMON RULES 


CHAPTER 1: RULES GOVERNING COMPETITION 

SEcTION 1: Rules Applicable to Enterprises 

Articles 85-90.—The general principle is that all agreements between enter- 
prises, and decisions by associations of enterprises, and concerted practices which 
fix prices and production, prevent, restrict or distort competition and which affect 
commerce between States are forbidden. There is a large exception to this prin- 
ciple, however. Agreements which contribute to the improvement of production 
or distribution or which promote technical or economic progress are permitted 
if the consumer receives a fair share of the benefits and if a monopoly position 
is not established thereby. 

Monopolies are not outlawed but monopoly action inimical to the interests of 
other producers or consumers is forbidden. These provisions apply equally to 
public monopolies and public enterprises. 

The Council is, by unanimity, to formulate implementing measures within 
three years and such additional measures as may be necessary thereafter, acting 
by qualified majority. Until these measures are adopted, each State will inter- 
pret these provisions, guided also by its own legislation. The Commission has 
supervisory authority in these matters and has been given investigatory au- 
thority. Authority to remedy an infraction will remain vested in the States but 
the Commission may authorize other States to take counter-measures. 

SEcTION 2. Dumping 

Article 91.—If, at the request of a Member State or any other interested party, 
the Commission finds dumping is being carried on, it shall issue recommenda- 
tion to the offending party to desist. If dumping continues, the Commission will 
authorize the injured State to take protective measures. 

Secrion 3: State Aid 

Articles 92-94.—Subsidies which distort or threaten to distort competition be 
tween the trade of Member States are outlawed. Many types of subsidy will 
be permitted. Three broad types are permitted de jure: 

(1) nondiscriminatory subsidies of a social character to consumers ; 
(2) those given to offset a natural catastrophe ; 
(3) certain ones related to the division of Germany. 

Four other types may be excepted : 

(1) those for assisting underdeveloped regions or regions of serious 
underemployment ; 

(2) those in connection with a major Community project; 

(3) those which offset a grave economic disturbance in a State; 

(4) those specified by decision of the Council acting by qualified majority 
on a Commission recommendation. 

These provisions will be implemented by the Council. The Commission will 
keep all government subsidies under supervision and may order a State to remove 
or modify a subsidy. The State may request the Council to grant an exemption. 
It will be granted only by unanimous approval of the Council. 

In a special protocol to the Treaty, subsidies to crude petroleum production 
are excepted at least during the first two stages. 

Subsidies granted to shipbuilding as of January 1, 1957, to the extent. they 
have been granted as a substitute for protective tariffs, will be eliminated under 
the same rules as those for internal customs duties. 


CHAPTER 2: FISCAL PROVISIONS 


Article 95-99.—These provisions are designed to prevent differential taxation 
or tax rebates from being used as protective devices or to distort competition. 
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The Comniission will consider in what Way the laws of the members concerning 
turnover taxes, excise duties, and other indirect taxes, including compensatory 
measures, can be harmonized. The Council, by unanimity, will decide upon the 
Commission’s proposals. 


CHAPTER 3: HARMONIZATION OF LAWS 


Articles 100—102.—The Commission will make proposals for: coordinating the 
legislation and regulations of the States which directly affect establishment 
or operation of the common market; and eliminating distortions of competition 
caused by disparities in legislation or regulations. 

Decisions on the Commission’s proposals will be made by the Council, by 
unanimity during the first stage and by qualified majority thereafter. If the 
offending member does not comply with the Commission’s decision, the other 
States may not be requested to comply. 


TITLE II: ECONOMIC POLICY 
CHAPTER 1: PoLticy RELATING TO EcoNOMIC TRENDS 


Article 1038.—States are to consult with each other and with the Commission 
on measures to be taken in response to economic trends. The Council may by 
unanimous vote on a Commission proposal decide on measures to be taken to 
counteract disturbing economic trends. Once the Council has decided unani- 
mously on the general measures to be taken, specific directives to implement 
the general measures require only a qualified majority vote. These procedures 
also apply in event difficulties arise over supplies of products. 


CHAPTER 2: BALANCE OF PAYMENTS 


Article 104-—109.—Each State agrees to follow an economy policy designed to: 

(1) maintain balance in its overall balance of payments ; 

(2) maintain confidence in its currency ; 

(3) insure a high level of employment ; 

(4) insure stable prices. 

Member States are to coordinate policies through the collaboration of their 
appropriate government departments and central banks. The consultative 
Monetary Committee will follow the monetary, financial, and economic situation 
in the member States and report to and advise the Council and the Commission. 

Payments: The general principle is to liberate payments to the extent required 
to implement the provisions of the Treaty on the movement of goods, services, 
capital and labor. Members agree to free payments beyond this point if their 
balance-of-payments and general economic situation permit. States are to 
impose no new restrictions on transfers in connection with the invisible transac- 
tions listed in Annex III to the Treaty. Such restrictions now in existence will 
be gradually removed. 

Exchange rate policies will be treated as a matter of common interest. Ifa 
State changes its exchange rate for objectives other than to correct imbalance 
in its overall balance-of-payments and if this seriously distorts competition, the 
Commission may authorize the other States to take temporary counter-measures. 

With respect to balance-of-payments difficulties which a State cannot solve 
by its own efforts, the normal procedure is as follows: 

(1) The Commission will suggest remedial measures 

(2) If such measures are insufficient, the Council may, by qualified majority, 
grant the State “mutual assistance,” which may include: 

(a) concerted action by the member States in another appropriate inter- 
national organization ; 

(b) steps by the other States to avoid diversion of trade in the event 
the State in difficulty maintains or reimposes quantitative restrictions 
against outside countries ; 

(c) limited credits by the other States, with the consent of those States; 

(d) during the transition period, reduction in duties or increases in 
quotas by the other States, with their consent, in order to facilitate imports 
from the States in difficulty. 

(3) If “mutual assistance” is not granted, or is insufficient, the Commission 
will define the safeguarding measures that the State in difficulty may take; these 
may be changed or annulled by a qualified majority of the Council. 

In the case of a sudden balance-of-payments crisis, a member State may take 
limited and temporary unilateral action, subject to Commission review and 
Council countermand or amendment by qualified majority. 
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CHAPTER 3: COMMERCIAL PoLicy 


Articles 110-116.—By the end of the transition period the member States will 
have developed a common commercial policy. During the transition period, com- 
mercial policies are to be progressively coordinated. The stated objective of the 
common commercial policy is to eliminate quantitative restrictions and to reduce 
tariff barriers progressively. 

During the transition period the Commission will propose measures for 
coordinating the foreign trade policies of the member States. The proposals are 
subject to unanimous Council approval during the first two stages and qualified 
majority thereafter. During the transition period, tariff agreements will be nego- 
tiated as follows: 

(1) The Council, after examining Commission proposals, will authorize 
the Commission to open negotiations. 
(2) The Commission will conduct the negotiations, subject to— 
(a) advice from a specially designated Council Committee, and 
(b) any directives the Council may give. 
(3) Agreements will be concluded by the Council. 

During the transition period, changes in the common external tariff which are 
not compensated by equivalent concessions received will be permitted only by 
unanimous Council approval. 

Member States are to take steps to adjust their tariff agreements with third 
countries in order to assure that entry into force of the common external tariff 
is not delayed. 

With respect to import quotas imposed on the goods of non-Common Market 
countries during the transition period, the objective is for member States to 
work toward making uniform their liberalization lists at as high a level as 
possible. A member may lower or remove its import quotas against outside 
countries, being required only to— 

(1) give prior notice to the Commission; and 
(2) extend the same treatment to goods of member States. 

Subsidies on exports to outside countries during the transition period are to 
be coordinated to the extent necessary to prevent unfair competition among 
Community firms. 

After the transition period a common commercial policy will be devised based 
on certain principles in regard to: 

(1) Changes in the common external tariff; 
(2) Conclusion of tariff or trade agreements; and 
(3) Standardization of— 
(a) Liberalization measures ; 
(b) Export policy; and 
(c) Commercial defense measures, e.g., re dumping and subsidies. 

After the transition period, negotiations with outside States will be handled 
by the Commission, subject to the guidance and directives of the Council which 
will reach decisions by qualified majority vote. 

The members will also act as a unit in international economic organizations. 
Council, by qualified majority, will develop policy approach. 


TITLD III: SOCIAL POLICY 
CHAPTER 1: SocraL PROVISIONS 


Article 117-122.—The general principle laid down in the Treaty in agreement to 
improve living and working conditions for labor, to equalize such conditions at 
increasingly high levels and belief that the operation of the Common Market 
will operate in a way favorable to the harmonization of social systems. 

The Commission is to foster close collaboration between the Member States 
in the social field. Particular attention is to be paid to: employment, labor 
laws and working conditions, vocational training, social welfare, safety measures 
against occupational accidents and diseases; industrial hygiene and trade-union 
laws and collective bargaining. 

The principle of equal wages for men and women, for equal work, will be 
applied in each State by the end of the first stage and maintained thereafter. 
This is to cover work at piece rates and at time rates. 

Member States will try to preserve the equality now existing as regards paid 
holidays. 

The Council may by unanimous vote entrust the Commission with functions 
relating to the implementation of common measures, particularly as regards the 
social welfare of migrant workers. 
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CHaprTer 2: THE Huropean Socrat Funp 


Articles 123-128.—The Treaty calls for the establishment of a European 
Social Fund to improve employment possibilities and to increase the geographic 
and occupational mobility of labor in the Community. Funds will be provided 
for in the annual budget of the Community. The following proportionate scale 
is set (Article 200) for financial contributions to the Buropean Social Fund: 
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The Fund will be administered by the Commission, assisted by a Committee 
presided over by a member of the Commission and consisting of representatives 
of Governments, trade unions, and employers’ associations. 

When the Treaty goes into effect and thereafter during the transition period, 
the Fund will reimburse 50% of a member State’s outlays for: 

1. Retraining of workers, provided that— 

(a) No job could be found for the worker in his old trade; and 
(b) he has been employed at least six months in his new trade. 
2. Resettlement of workers, provided that— 
(a) An unemployed worker has had to change residence; and 
(b) he has been employed at least six months at his new place of 
residence. 

3. Payments to workers temporarily unemployed or on short time due to 
conversion of a plant to other production, provided that— 

(a) The Commission had given prior approval to the conversion plan; and 
(b) the workers have been reemployed at least six months in the converted 
plant. 

The Council, by qualified majority, will decide at the end of the transition 
period whether part or all of the above assistance should be eliminated. It will 


also decide, this time by unanimity, whether new activities should be assigned 
to the Fund. 


TITLE IV. THE EUROPEAN INVESTMENT BANK 


Articles 129-130.—The objective of the Bank is “to contribute to the balance 
and smooth development of the common market in the interests of the Com- 
munity through recourse to the capital markets and its own resources.” To 
carry out this objective * * * “it shall, by means of loans and guaranties, on 
a nonprofit basis, facilitate the financing of the following projects in all sectors 
of the economy : 

(a) projects for developing underdeveloped regions ; 

(b) projects for modernizing or converting enterprises, or for creating new 
activities which are called for by the progressive establishment of the Com- 
mon Market and which by their size or nature cannot be covered by the 
various methods of financing in existence in each of the Member States; 

(c) projects of common interest to several Member States which by their 
size or nature cannot be entirely covered by the various methods of financ- 
ing in existence in each of the Member States. 

The Statutes of the European Investment Bank are contained in a Protocol 
annexed to the Treaty. The main provisions of this 29-Article Protocol are 
briefly summarized here. 

The capital of the Bank will be equivalent to one billion dollars, subscribed 
as follows: Belgium 86.5 million, France 300 million, Germany 300 million, Italy 
240 million, Luxembourg 2 million, and the Netherlands 71.5 million. 

Each State is to pay in 25% of its subscription in regular installments over 
the first 2144 years, one-quarter in gold or freely convertible currency and the 
remainder in its national currency. The remaining 75% will be subject to call 
by the Bank in the currencies required by the Bank to meet its obligations. 

As to borrowing authority, the Bank may require the member States to grant 
it interest-bearing (4%, unless changed by action of the Board of Governors) 
loans, totaling the equivalent of $400 million with a maximum of $100 million to 
be demanded in any one year. Ordinarily, however, the Bank will meet its bor- 
rowing needs on the Community and international capital markets. 
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As to lending authority, the Bank may lend or guarantee loans to member 
States or to public or private enterprises. It may lend or guarantee loans up 
to 250% of its subscribed capital—or the equivalent of 2% billion dollars. The 
rate of interest or commission charged will be sufficient to meet Bank expenses 
and to accumulate a reserve fund equal to 10% of the subscribed capital—or the 
equivalent of 100 million dollars. 

The main organs of the Bank are a Board of Governors and a Board of Di- 
rectors. The Board of Governors is the policymaking body and consists of Cab- 
inet Ministers appointed by the Member States. 

Among other things, the Governors will— 

(1) decide on any increase in the subscribed capital ; 
(2) exercise the powers with respect to special loans ; 
(3) exercise the powers with regard to the appointment and removal of 
members of the Board of Directors and the Management Committee; 
(4) authorize, by unanimous vote, the granting of credits for investment 
projects to be carried out outside the European territories of Member States ; 
(5) approve the Annual Report drawn up by the Board of Directors ; 
(6) approve the annual balance sheet and profit and loss statement; 
(7) approve the Rules of Procedure of the Bank ; 
(8) exercise the powers over— 
(a) adjustments necessary to rectify a change in exchange rates as 
they affect capital subscriptions and loans; 
(b) selection of outside auditors; 
(c) interpretation of its directives (if requested to do so by a Member 
State or the Commission) ; 
(d) suspensions of Member States or their nationals from borrowing 
rights or guarantees because of failure to live up to obligations; 
(e) suspension or liquidation of the Bank’s activities. 

Unless otherwise indicated, decisions of the Board of Governors are by ma- 
jority vote. 

The twelve-man Board of Directors has exclusive powers of decision over— 

(1) the granting of credits and guarantees ; 
(2) the raising of loans; 
(3) interest rates on loans and rates of commission on guarantees. 

The Board is appointed by the Board of Governors or nomination by the Mem- 
ber States and the Commission with the following country representation : 3 each 
from Italy, Germany, and France; 2 from Benelux; and one nominated by the 
Commission. They are eligible for reappointment. Unless otherwise indicated, 
decisions will be by simple majority. 


PART IV. THE ASSOCIATION OF OVERSEAS COUNTRIES AND 
TERRITORIES 


Articles 131-—1386.—Provide for the association of the dependent overseas ter- 
ritories of the Member States. Only Germany and Luxembourg do not have 
such territories. 

The overseas territories to which the provisions apply are: French West 
Africa (including Senegal, the Sudan, Guinea, the Ivory Coast, Dahomey, 
Mauretania, the Niger, the Wolta), French Equitorial Africa (including the 
Middle Congo, Ubangi-Shari, Chad, Gaboon), St. Pierre and Miquelon, the Comoro 
Archipelago, Madagascar and dependencies, the French Somali Coast, New 
Caledonia and dependencies, the French Settlements in Oceania; the Southern 
and Antarctic Territories, Togoland, the French Trusteeship Territory in the 
Cameroons, the Belgian Congo, Ruanda-Urundi, the Italian Trusteeship Terri- 
tory in Somaliland, and Dutch New Guinea (Annex IV of the Treaty). 

There are several annexes and protocols dealing with dependent overseas 
territories. A convention annexed to the Treaty establishes the terms and 
procedure of association for an initial five-year period. Before expiration of the 
Convention, the Council will decide by unanimity on the subsequent arrange- 
ment for the overseas territories. 

The tariffs of member States against goods from the territories will be 
eliminated at the same rate as internal tariffs between the member States. In 
principle, the territories will reciprocate with respect to their tariff on goods 
from the member States. The territories are permitted to continue duties to 
meet development and industrialization needs and revenue duties; these will 
be on a nondiscriminatory basis between Common Market States by the end of 
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the transition period. Tariff reduction will not stop at the end of the initial 
five-year period but will be carried out whether the Convention is renewed or not. 

Individual import quotas maintained by an overseas territory against goods 
from the member States other than the mother country will be consolidated 
by the end of the first year into the nondiscriminatory global quotas. These 
global quotas will be enlarged each year as provided for the member States. 
The minimum initial global quota on any nonliberalized product must equal 
7 percent of total annual imports. Where imports are embargoed, the Commis- 
sion will decide the procedure to be followed for setting up and enlarging quotas. 
If the Convention is not renewed immediately, the liberalization achieved during 
the initial five-year period will be maintained at the same level until a new 
agreement is reached. 

With respect to agricultural imports, Protocols to the Convention set tariff 
quotas for imports from third countries of bananas into Germany and of green 
coffee into Italy and Benelux. If the Convention is not renewed immediately, 
all of the member States will thereafter be granted tariff quotas for imports of 
bananas, cocoa and green coffee from third countries pending conclusion of a 
new agreement. Other imports from third countries of agricultural products 
of special interest to the overseas territories fall under the normal provisions of 
the Treaty concerning the common external tariff. 

The Convention implementing the Association with the Community of the 
overseas countries and territories established a Development Fund to sup- 
plement the efforts made by the Metropoles for the economic and social develop- 
ment of these territories. Funds equivalent to $581 million will be contributed 
and spent in gradually increasing amounts over the five-year period. Con- 
tributions, allocations and voting power are summarized in the table below: 
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The responsible authorities of the overseas territories will present projects to 
the Commission for which they wish Community financing. The Commission 
will then draw up a program each year showing proposed projects for both so- 
cial and economic investments. The Council will decide each year by qualified 
majority * the amounts to be denoted to the two types of investment. The Com- 
mission will allocate to individual social projects. It will draw up proposals 
for allocating funds for economic projects. If a member State requests, the 
Council will vote on these proposals by qualified majority; otherwise they will 
be considered approved after lying before the Council for one month. The Com- 
mission will supervise the use made of the funds. 

Nationals of the member States will have the right to participate on a non- 
discriminatory basis in tenders connected with any investment financed by the 
Community. 

Nationals and Companies of the member States will progressively be given 
the right to establish themselves in the overseas territories, and vice versa. All 
discrimination in this matter will be eliminated by the end of the transition 
period. If the Convention is not renewed immediately, the rights of establish- 
ment acquired during the initial five-year period will be maintained at the 
same level until a new agreement is reached. 

Special provision is made for Algeria and the other French overseas depart- 
ments—French Guiana, Guadeloupe, Martinique, and Reunion—since they are 
an integral part of France having representation in the legislature, for exam- 
ple, but require the treatment accorded the other underdeveloped countries asso- 
ciated with the Six. 





3 In this case such a vote will be 67 out of 100. 
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The following provisions will apply to these French departments: 
(1) the provisions of free movement of goods ; 
(2) the agricultural provisions (except that providing for an agricul- 
tural guidance and guarantee funds) ; 
(3) the provisions on freeing of services; 
(4) the rules of competition ; 
(5) the institutional provisions; 
(6) the general and balance-of-payments escape clauses of the Treaty; 
(7) the provisions on the Development Fund and establishment. 

The Council will decide by unanimity, within two years after the effective date 
of the Treaty, the conditions under which the rest of the Treaty will be applied 
to Algeria and the other French overseas departments. 

In addition, the Member States have declared their willingness to open 
negotiations toward the association of Morocco, Tunis, Libya with the Common 


Market. 
PART V. ORGANS OF THE COMMUNITY 
(Articles 137-209) 
TITLE I—PROVISIONS GOVERNING INSTITUTIONS 
CHAPTER 1: INSTITUTIONS 


SecTION 1: The Assembly— 
Articles 137-144.—The Assembly will be composed of representatives of the 
member States. For the present, it will be composed of 142 members appointed 
by and from the national Parliaments, distributed as follows: 
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The Assembly will prepare proposals for election of its members by direct 
universal suffrage and uniform procedures; the Council, acting by unanimity, 
will draw up implementative measures whose adoption according to each 
State’s individual constitutional procedure it will recommend to member States. 

The Assembly will review (but cannot reject) Council and Commission pro- 
posals in cases where the Treaty so provides. It may censure the Commission 
(by a two-thirds majority of those present and an absolute majority of the 
membership) and force the Commission to resign. 

The Assembly will hold annual meetings, commencing on the third Tuesday 
in October. At the request of a majority of its members, or at the request of 
the Council or of the Commission, the Assembly may meet in extraordinary 
session. It will discuss in public the Annual Report submitted to it by the 
Commission. 

Except where otherwise provided in the Treaty, decisions will be by an abso- 
lute majority of the votes cast. 

The Assembly shall replace the Common Assembly of the European Coal and 
Steel Community and shall also be the Assembly for the European Atomic Energy 
Community (Euratom). 

SEcTION 2: The Council 

Articles 145-153.—This body is responsible for coordinating the general eco- 
nomic policies of Member States and, in general, exercises the powers of decision. 

It will be composed of representatives of Member States, each Government 
appointing to it one of its Members. 

Except where otherwise provided, decisions will be taken by a simple majority. 
Where weighted voting is required, the weights are as follows: France, Ger- 
many and Italy 4 votes each; Belgium and the Netherlands 2 each; and Luxem- 
bourg 1. In the case of decisions to be made on proposals of the Commission, 
twelve votes are required. In other cases, twelve votes representing a favor- 
able vote of at least four members is required. 
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The Council may request the Commission to undertake any studies which it 
considers desirable and request suitable proposals. 

After taking the opinion of the Commission, the Council shall lay down the 
status of the Committees of the Community. 


Section 3: The Commission 


Articles 155-163.—The main responsibilities of the Commission are to: 

(1) supervise the application of Treaty provisions and of measures 
adopted by the organs of the Community ; 

(2) formulate recommendations or opinions in regard to matters covered 
by the Treaty, in cases where this is explicitly provided or where the Com- 
mission deems it necessary ; 

(3) enjoy independent powers of decision in certain instances and take 
part in the preparation of decisions by the Council and Assembly. 

The Commission will consist of nine members, appointed by common agree- 
ment among the governments and responsible to the Community as a whole 
rather than to any individual government. Commissioners will be appointed 
for four years and will be reeligible. They will be subject to removal by a vote 
of censure of the Assembly. A Commissioner may be removed for cause by 
decision of the Court of Justice on petition from either the Council or the Com- 
mission itself. 

A Commissioner is required to devote his full time to his duties and is pro- 
hibited from engaging in any other professional activity. 


SecTion 4: The Court of Justice 


Articles 164—188.—The full Court will consist of seven judges. It may also sit 
in panels of three or five in certain instances. However, it will always sit in 
plenary session to hear cases submitted by a Member State or by one of the 
organs of the Community or to deal with interlocutory questions. 

The Court’s major functions are to ensure that the law is respected in the 
interpretation and application of the Treaty. 

The judges will be appointed for six years and are eligible for reappointment. 
Selection will be made by agreement between the Governments. The terms of 
three judges and then four shall expire alternately. 

The Court will review the legality of decisions of the Council and Commis- 
sion, but not of recommendations or opinions. “To this end, it shall be com- 
petent to give judgment on appeals, lodged by a Member State, the Council or 
the Commission, on grounds of incompetence, procedural errors, infringement of 
the present Treaty or of any rule of law relating to its application, or abuse of 
powers. 

“Individuals or corporations may, under the same conditions, submit an appeal 
against decisions of which they are an object and against decisions which, al- 
though in the form of regulations or decisions addressed to another individual 
or corporation, are nevertheless of direct personal concern to themselves.” 

Appeals must be lodged within two months from either the promulgation of 
the decision or from its notification to the appellant or, failing that, from the 
day on which the appellant had knowledge of the decision. 

If the appeal is allowed, the Court will declare the decision null and void. In 
the case of regulations, it will state which of the effects of the regulations an- 
nulled shall be deemed to remain in force. 

“Should the Council or the Commission fail to take a decision in cases where 
such decision is provided for under the present Treaty, the Member States and 
other organs of the community may bring the matter before the Court of Justice 
with a view to establishing that such violation of the Treaty has taken place. 

“Such an appeal shall be heard only if the organ in question has previously 
been invited to take action. If the aforesaid organ has not made its at- 
titude known within two months of such invitation, an appeal may be lodged 
within a further period of two months. 

“In the case of a decision, but not in that of a recommendation or opinion, any 
individual or corporation may bring before the Court of Justice . . . a complaint 
against any organs of the Community for having failed to notify the said in- 
dividual or corporation. 

The Court of Justice shall be competent, within the limits laid down hereunder, 
to hear cases concerning : 

(a) the fulfilment by Member States of the obligations arising under the 
Statutes of the European Investment Bank ; 








A STUDY OF EUROPEAN ECONOMIC REGIONALISM 163 


(b) decisions taken by the Board of Governors of the Bank. Any Member 
State, the Commission, and the Board of Directors of the Bank may lodge 
an appeal against such decisions ; 

(c) decisions taken by the Board of Directors of the Bank. Such appeals 
may be lodged only by a Member State or by the Commission and only 
under certain conditions.” 

The Court also shall be competent to give judgment in virtue of any arbitra- 
tion clause contained in a contract concluded, under public or private law, 
by or on behalf of the Community. 

There will be a single Court of Justice for the Steel and Coal Community, 
Euratom, and the European Economic Community. This is similar to the pro- 
visions creating a common Assembly for the three institutions. 


CHAPTER 2: PROVISIONS COMMON TO SEVERAL INSTITUTIONS 


Articles 189-192.—These provisions stipulate the legal effects of decisions, 
regulations, and directives of either the Council or the Commission. 


CHAPTER 3: THE ECONOMIC AND SOCIAL COMMITTEE 


Articles 198—198.—This consultative group will advise the Commission prin- 
cipally ; other institutions will be advised as required. It will consist of repre- 
sentatives of the various branches of economic and social life (including produc- 
ers, farmers, workers, businessmen, and professional men) appointed for four 
years by the Council. They are eligible for unlimited four-year terms. 

The Committee will consist of 101 members with the following national com- 
position: France, Italy, and Germany 24 each; Belgium and the Netherlands 12 
each ; and Luxembourg 5. 

The Committee shall have specialized sections for the main fields covered by 
the Treaty. In particular, it will have sections for agriculture and transport. 

The Committee must be consulted by the Council or by the Commission in 
certain instances. It may be consulted also in all cases deemed appropriate by 
these bodies. In both instances, the opinion of the Committee and that of the 
specialized section, together with a record of the discussions, shall be forwarded 
to the Council and to the Commission. 


TITLE II—FINANCIAL PROVISIONS 


Articles 199-209.—All receipts and expenditures of the Community (including 
those in connection with the European Social Fund) will be included in the 
annual budget. Estimated receipts and expenditures must balance. 

The budget will be financed by the Member States. Contributions will be 
made in the following percentages: France, Germany, and Italy 28 percent; 
Belgium and the Netherlands 7.9 percent; Luxembourg 0.2 percent. 

However, financial contributions for the European Social Fund will be sepa- 
rate and distinct. 

There is a possibility of independent revenue in the future. The Commission 
is to make proposals to the Council for replacing government contributions by 
an independent Community tax system. The Council, voting by unanimity and 
after consulting the Assembly, may recommend to the individual States that 
they adopt the proposals according to their various constitutional procedures. 

On the expenditure side, each institution will draw up estimates of its budget 
requirements. The Commission will group these and forward them to the 
Council. The Council may modify the budget, informing the Commission of 
its action; the Council will vote the budget by qualified majority and send it to 
the Assembly. The Assembly may propose changes; if it does, the Council will 
consider them in consultation with the Commission, and will then vote the final 
budget, again by qualified majority. 

The Council will execute the budget. The budget accounts will be audited 
annually by an independent committee of auditors, selected by the Council by 
unanimous vote and appointed for five years. The Commission prepares the 
annual budget and submits it to the Council and the Assembly. 


PART VI. GENERAL AND FINAL PROVISIONS 


Articles 210-248.—This part of the Treaty consists, first, of general provisions 
concerning such things as the fact that the Community shall have legal person- 
ality, Community relations with intergovernmental bodies, the contractual lia- 
bility of the Community and certain general commitments of the Member States 
to the Community. 
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Member States are to engage in negotiations with each other to insure for 
their nationals: 

(1) protection of persons and enjoyment and protection of rights under 
the same conditions each State grants its own nationals. 

(2) elimination of double taxation within the Community. 

(3) the mutual recognition of companies (not including non-profit com- 
panies) ; the maintenance of their legal personality where the registered 
office is transferred from one country to another. 

(4) the possibility subject to the municipal law of different Member 
States to form mergers. 

(5) the simplification of formalities governing reciprocal recognition and 
execution of judicial decisions and of arbitral rewards. 

The General Provisions of the Treaty protects the rights of a Member State 
to withhold information which it regards as essential to its security and to take 
measures to protect its security and which are connected with production of 
or trade in arms, ammunition and war material. The state cannot use this 
provision to distort competition in regard to products not intended for specifical- 
ly military purposes. The Council, by unanimity, determines the list of military 
items and may amend the list from time to time. 

If the Commission or any Member State considers that another member state 
is making “improper use” of the powers intended to protect its security, the 
Commission or Member State may make direct reference to the Court of Justice 
which shall sit in camera. 

In the final Articles, the Treaty sets forth conditions under which the Com- 
munity can enlarge its membership and broaden its association : 

(1) Any European State may apply for membership in the Community, by 
addressing application to the Council, which after consulting with the Com- 
mission, shall act by unanimous vote. The conditions of admission and the 
necessary Treaty amendments must be agreed upon by the applicant and 
the Member States and the agreement submitted to all contracting States 
for ratification in accordance with their respective constitutional rules. 

(2) The Community may establish an association with a third country, a 
union of States or an international organization by agreements embodying 
reciprocal rights and obligations, joint actions and special procedures. The 
Council, by unanimous vote, concludes such agreements after consulting the 
assembly. If Treaty amendments are required, they must be ratified by all 
Member States. 

The Six countries that joined in signing the Treaty are Belgium, France, 
West Germany, Italy, Luxembourg, and the Netherlands. Greece and Turkey 
have applied for “association” with the Community under the conditions set 
forth in (2) above. 

The Treaty is concluded for an unlimited period. 
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APPENDIX H 


Summary of the European Free Trade Association Convention (Stockholm 
Convention) * 


1. The Convention establishing the European Free Trade Association falls 
into a number of sections. After the Preamble there are two Articles which pro- 
vide for the establishment of the Association as an international organization 
and set out its objectives. Then follows a group of seven Articles dealing 
with the reduction and elimination of tariffs on imports and exports and a 
group of three Articles dealing with the reduction and elimination of quantita- 
tive restrictions on imports and exports. The next section of five Articles sets 
out what are known as the “rules of competition.” They are followed by three 
Articles which set out certain exceptions from the provisions for the reduction 
and elimination of tariffs and quantitative restrictions. 

2. The next two sections of the Convention contain general provisions on 
agriculture and on fish. Then follow two short Articles dealing with invisibles 
and economic policies, followed by the consultation and complaints procedure in 
Article 31. 

8. The remaining provisions of the Convention are concerned with the institu- 
tional arrangements and with general matters such as ratification, entry into 
force, territorial application and amendment. 


PREAMBLE AND INTRODUCTORY ARTICLES 


4. In the Preamble the seven countries which are establishing the Associa- 
tion—Austria, Denmark, Norway, Portugal, Sweden, Switzerland, and the United 
Kingdom—acknowledge the work which has already been done toward the 
multilateral reduction of trade barriers by the OBEC and the GATT and express 
their determination to continue and develop this work and in particular to fa- 
cilitate the early establishment of a closer economic association between all the 
countries of the OEEC. 

5. Article 1 formally establishes the European Free Trade Association, which 
is referred to in the rest of the Convention simply as “The Association,” and 
provides that the members of the Association shall be those countries which 
sign and ratify it at the beginning and any other countries who may join the 
Association later. 

6. Article 2 sets out the objectives of the Association. These are, first, to 
promote economic expansion, full employment, productivity, the rational use of 
resources, financial stability, and a higher standard of living; secondly, to insure 
that trade within the Association takes place in conditions of fair competition ; 
thirdly, to avoid significant disparity in the supply of basic materials; and 
fourthly, to contribute to the harmonious development of world trade. 


THE BEDUCTION AND ELIMINATION OF IMPORT DUTIES 


7. The next seven Articles are all concerned with the reduction and elimination 
of duties on trade among Member States and with the way in which this is to 
be carried out. Article 3 lays down the broad principles and the timetable for 
reduction and elimination of import duties. Article 4, on the definition of 
Area origin, defines the goods to which the duty reductions are to apply. Article 
5 is concerned with the deflections of trade which may result from the reduction 
of duties on imports by one Member State from another in circumstances where 
the external tariffs of Member States, which are unaffected by this Convention, 
are significantly different from each other. Article 6 deals with the elimination 
of any protective element in revenue duties. Article 7 deals with drawback, the 
continued use of which would give rise to inconsistencies. Article 8 deals with 
the elimination of duties on exports from one Member State to another and 
Article 9 provides for cooperation between those authorities of the Member 
States which will be charged with the task of putting the provisions on tariffs 
into effect. 


Import duties 


8. Article 3 begins by setting out the essential and fundamental provision of 
this section of the Convention—that all import duties (other than revenue 


1From appendix of “Buropean Free Trade Association, Text of Convention and Other 
Documents,” Approved at Stockholm on Nov. 20, 1959, London, November 1959. 
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duties) are to be reduced in stages and eliminated by, at the latest, Ist January, 
1970. The timetable for the reduction of import duties begins with a 20 percent 
reduction on 1st July, 1960, and continues with eight further reductions each of 
10 percent. 

9. For the purposes of this Article, the tariff reductions are related to a 
base date, which is in general 1st January, 1960. There are, however, some 
particular exceptions to this rule and Annex A to the Convention sets out in 
detail what the basic duty is to be. These exceptions have had to be made to 
deal with changes which some of the member countries have for some time been 
in the process of making in their general tariffs and which will not have been 
completed at the time at which the base date has been fixed. The Article also 
makes it clear that the goods which will benefit from the reduction and elimination 
of tariffs are those which originate in the Area of the Association as defined in the 
next Article. 

10. The Article makes it clear that this timetable is a minimum and that the 
Member States can reduce their import duties more rapidly; and the Member 
States declare that they are willing to reduce their duties more rapidly whenever 
they can do so without damage to their general economic or financial position or 
to the sectors of their economies which might be affected. 

11. The Article concludes by providing for the Council to examine what possi- 
bilities there may be for an acceleration of the timetable for tariff reductions and 
empowers the Council to amend the timetable by unanimous decision of all the 
members. The Council can only make the timetable shorter under these powers; 
there is no provision in the Convention for the postponement of the date by which 
import duties must finally be eliminated by the Member States as a whole. In 
the case of some Portuguese duties, which are dealt with in Annex G to the 
Convention, the date will be later than for other Member States. 


Goods entitled to the benefits of tariff reductions (“origin” ) 


12. The rules for determining whether goods are to be accepted as eligible to 
receive the benefit of the tariff reductions and elimination are set out in Article 
4. There are three ways in which goods can qualify for these benefits: 

(a) if they have been wholly produced within the Area of the Association; 
(b) if they have been produced by certain processes within the Area of 
the Association (the “process rule”) ; or 
(c) if no more than 50 per cent. of their value consist of nonarea materials 
(the “percentage rule’). 
In general importers will be able to choose under which of these three criteria 
they claim the benefits of the tariff reductions. 

13. The goods which may be eligible for Area tariff treatment under the 
‘process rule” are listed in Annex B to the Convention, where the qualifying 
processes are set out for each of the goods in question. There are two lists in 
this Annex; the first, Schedule I, lists the goods and the processes where the 
importer will have a free choice as to whether he will claim Area tariff treat- 
ment under the “process rule” or the “percentage rule,” while Schedule IT lists 
the goods in respect of which the importer will not be able to use the “percentage 
rule” as an alternative. Schedule I covers a very wide range of goods and 
processes; Schedule II is concerned mainly with textiles and clothing. 

14. The “percentage rule” is designed to ensure that goods for which Area 
tariff treatment is claimed contain a sufficient element of materials originating 
in the Area, or that a sufficient proportion of their finished value has been added 
within the Area, to justify their being regarded as the products of the Area. 
Provision has also been made in Schedule III to Annex B for a wide range of 
materials of which there are large imports from outside the Area to be counted 
as if they had been produced within the Area itself. Thus, when an importer 
claims that goods are eligible for Area tariff treatment, he need not count any of 
the materials listed in Schedule III as being materials imported from outside the 
Area even though in fact they may have been imported from outside. The 
effect of this is to make the criteria more liberal even than at first sight they 
may appear and to ensure that the establishment, of the Association will not 
have a restrictive effect upon imports of a wide range of primary products from 
the rest of the world. 

15. Detailed provisions for the administration and application of the origin 
rules are set out in Annex B and the Council is empowered to amend both Article 
4 and Annex B, including the Schedules, by unanimous decision in case this should 
prove necessary in practice, and especially with a view to making the rules sim- 
pler or more liberal. 
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Deflection of trade 

16. This term is used to describe a complex situation which can sometimes 
happen as a consequence of the removal of tariffs within a free trade area, the 
members of which retain their own separate tariffs in relation to third countries. 
This is defined in some detail in Article 5. The essential elements of the situation 
are that one Member State (the importing Member State) has a higher external 
tariff on a certain raw material or intermediate product than another Member 
State (the exporting Member State); that, as a result of this, the exporting 
Member State will have a price advantage in the importing Member State’s 
market; and that, as a result of the reduction and elimination of duties within 
the Association, imports of that manufactured article into the importing Member 
State increase so as to cause serious injury to the industry making that article 
in the importing Member State. 

17. In order to deal with this kind of situation, Article 5 provides that a Mem- 
ber State which intends to vary its duties on imports from outside the Associa- 
tion should tell the Council, so as to give other Member States an opportunity to 
make representations if they think the change will give rise to a deflection of 
trade. A Member State which is considering a change of this kind is required 
to have regard to the desirability of avoiding consequential deflections of trade. 

18. If a Member State believes that a deflection of trade has occurred and is 
causing injury to one of its industries, it can refer the matter to the Council 
which can deal with it either as a matter of urgency or under the consultation 
and complaints procedure. 

19. The Council is empowered to amend these provisions by unanimous decision 
if the need should arise. 


Revenue duties and internal tares 

20. Article 6 defines revenue duties as import duties which are applied primarily 
for the purpose of raising revenue. Article 6 provides that the protective element 
in duties of this kind is to be eliminated, either by Ist January, 1965, or by 
the same stages as for import duties generally. Any protective element in 
internal taxes is also to be eliminated. 


Drawback 

21. Drawback is a recognised system for the repayment to exporters of import 
duties charged on imported materials which have been incorporated in exported 
products. Article 7 defines the various ways in which this is done. To give 
drawback in respect of trade between Member States of the Association would 
be to give an unfair advantage to exporting industries in one Member State over 
industries manufacturing for the domestic market in another Member State, 
which would have to pay the full rate of duty on imports of materials from out- 
side the Area. Article 7 therefore provides that goods which have benefited 
from drawback may not qualify for Area tariff treatment; and the Council is 
empowered to make provisions to deal with such cases which may arise after 1961 
before 1970. 


Export duties 

22. Article 8 is the export counterpart of Article 3. It establishes a standstill 
on the introduction or increase of duties on exports from one Member State to 
another and provides for the elimination of all existing export duties by at the 
latest Ist January, 1962. Member States will remain free, however, to take 
measures necessary to prevent evasion, by means of reexport, of the duties they 
charge on exports to countries outside the Association. 


Cooperation 
23. Article 9 requires Member States to cooperate with each other in the field 
of customs administration to ensure that the rules for tariff reduction and for 
determining the origin of goods are effectively and harmoniously put into prac- 
tice and to keep to a minimum the formalities which traders will have to comply 
with. 
QUANTITATIVE RESTRICTIONS 


24. Articles 10 to 12 provide for the reduction and elimination of quantitative 
restrictions on imports and exports within the Area, broadly in parallel to the 
preceding provisions dealing with import and export duties. 
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Import restrictions 


25. Article 10 begins by stating the essential provisions—a standstill on the 
introduction of new import restrictions and the elimination of existing restric- 
tions by 1st January, 1970. The elimination of restrictions is to be achieved by 
the progressive increase of quotas until they cease to be restrictive of trade. The 
starting point for the increases is the “basic quota,” which corresponds in prin- 
ciple to the basic duty in Article 3; the way in which the basic quota is to be 
determined, in relation to quotas or imports in the calendar year 1959, is defined 
in the last paragraph of the Article. 

26. On ist July, 1960, Member States are to introduce, in respect of all goods 
which then remain subject to restriction, global quotas of a size at least 20 
percent greater than the corresponding basic quotas. Global quotas must be 
open at least to all Member States, and may be open also to countries outside the 
Association. Each year, on 1st July, the global quota is to be increased by at 
least 20 percent of its size in the previous year or, in the case of a quota open to 
third countries, by at least 20 percent of the size of that part of the quota which 
relates to Member States (as defined in terms of the basic quota). Further pro- 
visions are designed to ensure that no quota will be excessively small at the be- 
ginning and that due allowance is made for the trade attributable to third coun- 
tries in the case of any quota which is open to third countries as well as to 
Member States. 

27. This Article provides for different arrangements in special cases, subject 
to approval being given by the Council by majority vote; special arrangements 
of this kind must in all cases lead to the final elimination of quantitative import 
restrictions by at the latest lst January, 1970. 

28. The Council is required to review the provisions of the Article, by at the 
latest the end of 1961, to see whether the rules need to be amended in the light 
of the progress that has been made by Member States in pursuit of their wider 
international obligations. 


Eeport restrictions 

29. Article 11 is the export counterpart of Article 10, just as Article 8 is the 
export counterpart of Article 3, and it follows closely the provisions of Article 8. 
It provides for a standstill on the introduction or intensification of quantitative 
export restrictions and for the elimination of all existing restrictions by at the 
latest 1st January, 1962. Member States will remain free to take measures 
necessary to prevent evasion, by means of reexport, of restrictions they apply 
to exports to countries outside the Association. 


Exceptions 

30. Article 12 lists the cases in which quantitative restrictions on imports and 
exports may continue to be applied notwithstanding the provisions of the two 
preceding Articles. These eases are internationally recognised as justifying 
special treatment; they range from the protection of public morals and human, 
plant, or animal health, to the safeguarding of national treasures of artistic, 
historical or archaeological value. 


RULES OF COMPETITION 


31. The Articles in this section of the Convention are designed to ensure that 
the benefits which are to be expected to result from the removal of tariffs and 
quotas are not taken away again through the use of other measures by Govern- 
ments, by public undertakings or by private industry. 


Government aids 


82. Government aids to industry, and especially export subsidies, could be 
used in such a way as to nullify or impair the benefits to be expected from the 
freeing of trade. Article 13 therefore prohibits the use of various kinds of 
export subsidy (which are listed in Annex D) and any other kind of Govern- 
ment aid the main purpose or effect of which is to take away some or all of the 
benefits to be expected from the removal of trade barriers. 

33. This does not mean, however, that all kinds of Government aid to industry 
are prohibited, since Governments will remain free to give subsidies which do 
not have as their main purpose or effect the frustration of the removal or absence 
of tariffs and quotas. On the other hand it is recognised that, even in cases 
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where a subsidy can quite properly be given consistently with this Article, there 
may be an indirect damaging effect on the interests of other Member States, 
and provision is made to deal with such cases. 


Public undertakings 


34. Article 14 is designed to ensure that public undertakings do not conduct 
their activities in such a way as to give to domestic producers the kind of protec- 
tion which Governments are not allowed, under the Convention, to give by means 
of tariffs and quantitative restrictions. As regards their ordinary commercial 
operations, public undertakings are to be in the same position as private industry 
in relation to restrictive business practices. The Article applies to Government 
departments and regional or local authorities, to nationalised industries and to 
other kinds of public undertakings and monopolies over whose commercial activi- 
ties Governments have direct or indirect control. Member States are under 
obligation to ensure the progressive elimination of existing practices of the 
kind covered by this Article and to ensure that new practices of the same kind 
are not introduced. 

35. The Council is empowered to amend this Article by unanimous decision 
if the need should arise in practice. 


Restrictive business practices 


86. Article 15 is designed to deal with agreements between private industries 
or practices followed by them which would counteract the benefits expected to 
result from the freeing of trade. The kind of practice which could be incompat- 
ible with the Convention in this sense are agreements between enterprises or 
groups of enterprises designed to restrict competition, or actions by enterprises 
or groups of enterprises taking unfair advantage of a dominant position within 
the Association, which would have a similar effect. 

37. If a Member State considers that it is being damaged as the result of 
some action which it considers to be inconsistent with this Article it may refer 
the matter to the Council under the consultation and complaints procedure. In 
certain circumstances the Council may publish a report on cases referred to it. 

88. The Council is required under Article 15 to consider before the end of 1964 
whether any further or different provisions are necessary to deal with restrictive 
practices in the Association, and it may make such provisions by unanimous 
decision. 


Bstablishment 


89. Article 16, on establishment, provides that Member States should not 
apply restrictions on the freedom of nations of other Member States to set up 
and operate businesses in their territories, by giving treatment which is less 
favourable than they give to their own nationals, in such a way as to prevent the 
attainment of the advantages expected to flow from the freeing of trade. The 
Council is required to consider before the end of 1964 whether any further or 
different provisions are necessary to deal with establishment. 

40. The Article does not prevent any Member State from exercising its normal 
control over individuals for various purposes, including national security and 
public health. 


Dumped and subsidised imports 
41. Article 17 provides that a Member State may take action consistent with 

its other international obligations to deal with dumped or subsidised imports. 
42. This Article also provides that a Member State may request another Mem- 

ber State to consider taking action against dumped or subsidised imports into its 

territory if these are damaging or threaten the interests of an industry in the 

first Member State. 

EXCEPTIONS 


43. The next section of the Convention contains three Articles which provide 
for exceptions in certain circumstances from the operation of the Articles dealing 
with the reduction and elimination of tariffs and quantitative restrictions and 
the rules of competition. 


Security exceptions 
44. Article 18 provides that Member States will remain free to take action 


which they consider necessary for the protection of their essential security 
interests. The kind of action which can be taken under this Article covers 
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action to prevent disclosure of information; action relating to the production 
of or trade in arms, ammunition or war materials for defense purposes (except 
that this does not extend to the application of import duties or quantitative 
restrictions other than such quantitative restrictions as are permitted under 
Article 12 or authorised by unanimous decision of the Council); action to 
ensure that nuclear materials and equipment intended for peaceful uses are not 
used for military purposes; and action taken in time of war or other emergency. 
It is also provided that Member States are free to take any action necessary to 
carry out undertakings entered into for the purpose of maintaining international 
peace and security. 


Balance of payments difficulties 


45. Article 19 provides that, notwithstanding the obligation to reduce and 
eliminate quantitative restrictions on imports, a Member State may, consistently 
with its other international obligations, introduce such restrictions for the pur- 
pose of safeguarding its balance of payments. A Member State taking such 
action is required to inform the Council and the Council is empowered to ex- 
amine the situation and keep it under review and by majority vote to make 
recommendations designed to moderate any damaging effect which such restric- 
tions may have or to assist the Member State concerned to overcome its difficul- 
ties. If the balance of payments difficulties persist for more than 18 months 
and the effect is seriously to disturb the operation of the Association the Council 
may, by majority vote, take steps to deal with the situation. 

46. As a Member State emerges from its balance of payments difficulties it is 
required to make proposals to the Council as to how it should resume the 
application of its obligations to reduce and eliminate quantitative restrictions. 
The Council can either approve such proposals or may by majority vote recom- 
mend alternative arrangements to the same end. 


Dificulties in particular sectors 


47. Article 20 allows Member States to take special safeguarding action in 
certain circumstances where the application of the rules for freeing trade leads 
to serious difficulties. This Article may be invoked when there is an appreciable 
rise in unemployment in a particular sector of industry or region as a result of a 
substantial decrease in the internal demand for the product of a domestic 
industry and where this decrease in demand results from an increase in imports 
from other Member States as a result of the freeing of trade. In such cases 
the Member State concerned is allowed to limit imports of the product in ques- 
tion by quantitative restriction to a rate not less than that in a recent specified 
period and may maintain such a restriction for a period of up to 18 months 
unless the Council by majority vote authorises it to continue the restriction for 
a longer period. A Member State may also take other measures instead of or 
in addition to quantitative restrictions if the Council so authorises it by ma- 
jority vote. In applying such measures Member States are required to treat 
imports from all other Member States nondiscriminatorily. 

48. The Council is empowered to nake recommendations designed to moderate 
any damaging effect of restrictions which a Member State may introduce under 
this Article or to assist that Member State to overcome its difficulties. 

49. Where a Member State considers that the implementation of the Articles 
requiring the reduction and elimination of import duties and the protective ele- 
ment in revenue duties would lead to the kind of difficulties covered by this 
Article, it can propose to the Council an alternative programme for the reduc- 
tion of important duties and the Council may authorise it by majority vote to 
follow such an alternative time-table, provided that import duties and the 
protective element in revenue duties are nonetheless eliminated by the final 
dates set out in Articles 3 and 6. 

AGRICULTURE 


50. Because of the special considerations affecting agriculture, agricultural 
goods are dealt with in a separate group of Articles and special provisions are 
made for them. The agricultural goods in question are listed in Annex D to the 
Convention. It is made clear in Article 21 that the Articles so far described, 
except Article 1 setting up the Association and Article 17 on dumping, do not 
apply to these agricultural goods. 

51. The Council is empowered by unanimous decision to alter the list of agri- 
cultural goods in Annex D. 





172 A STUDY OF EUROPEAN ECONOMIC REGIONALISM 


Policies and objectives 

52. Article 22 begins by recognising that the policies the Members States pur- 
sue in the agricultural sector are designed to promote the development of their 
agricultural activities to the benefit of both agricultural producers and con- 
sumers; the Article provides that in pursuing such policies, Member States must 
have due regard to the interests of each other as regards agricultural exports, 
bearing in mind the traditional channels of trade. The objective of the Associ- 
ation in regard to agriculture is stated as being to facilitate an expansion of 
trade which will provide reasonable reciprocity to those Member States whose 
economies depend to a great extent on agricultural exports. This objective re- 
places in the agricultural sector the general objectives set out in Article 3 of the 
Convention. 


Agreements between Member States 

53. Article 23 records that in pursuit of the objective in Article 22 and as 
foundation for their cooperation in the agricultural sector, Member States 
have concluded agreements designed to facilitate the expansion of agricultural 
trade, including the elimination of certain tariffs. These agreements which 
have been reached, together with any future agreements, are to remain in force 
us long as the Convention, and the Article provides for other Member States to 
be informed of their contents. So far as the agreements contain provisions 
regarding tariffs, these are to be applied to all Member States and cannot subse- 
quently be modified without the consent of all Member States. 


Eaport subsidies ’ 

54. Article 24 plays a similar part in the agricultural sector to that played 
by Article 13 in the industrial sector. It provides that a Member State shall 
not damage the interests of other Member States by the direct or indirect use 
of subsidies on agricultural products in such a way as to increase that Member 
State’s exports of that product compared with its exports in a recent representa- 
tive period. The Council is required to consider before the end of 1961 what 
further provisions should be made for the gradual abolition of subsidised exports 
which are detrimental to other Member States; it can make such provisions by 
unanimous decision. The Article makes clear, however, that when a product is 
exported free of duties or taxes which would be levied on it if it were consumed 
at home, this shall not be regarded as an export subsidy. 


Consultations 


55. Article 25 provides for the Council to keep the provisions dealing with 
agriculture under review and to consider once a year the development of trade 
in agricultural goods within the Association. The Council is required, in the 
light of this, to consider what further action is needed in pursuit of the objective 
set out in Article 22. 

FISH 


56. Fish, like agriculture, is dealt with by special provisions. Those fish and 
other marine products which are not to be treated in the same way as industrial 
products under the Convention are listed in Annex BE, and the provisions of 
Articles 27 and 28 apply to the items listed in this Annex. The Articles so far 
described, except Article 1 setting up the Association and Article 17 on dumping, 
do not apply to fish. 

57. Having regard to Member States’ national policies and the special condi- 
tions prevailing in the fishing industry, the objective as regards fish is stated 
in Article 27 as being to facilitate an expansion of trade in fish and other marine 
products which will provide reasonable reciprocity to Member States whose 
economies depend to a great extent on exports of these products. 

58. Under Article 28, the Council is required by the end of 1960 to begin an 
examination in the light of the objective in Article 27 of trading arrangements 
for the items listed in Annex DB and to conclude this examination by the end 
of 1961. 

INVISIBLES AND ECONOMIC POLICIES 


59. Arrangements already exist inside other international organisations for the 
liberation of invisibles and for consultation about eeonomic policies. The Con- 
vention, therefore, does not make extensive provisions for these matters. 
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Invisibles 

60. In Article 29 Member States recognise the importance of invisible trans- 
actions and transfers for the proper functioning of the Association but for the 
time being they consider that the obligations which already exist under other 
international agreements are sufficient. There is, however, provision for the 
Council to decide unanimously whether at any future time further provisions 
should be made to deal with these matters in the light of developments which at 
present cannot be foreseen. 


Economic policies 

61. In Article 30 the Member States recognise that the economic and financial 
policies which they pursue can affect the economies of other Member States 
and they intend to pursue them in a manner which will promote the objectives 
of the Association. They undertake to exchange views about such policies 
from time to time, bearing in mind that similar consultations take place within 
the OEEKC and elsewhere. The Council is empowered by unanimous decision to 
make recommendations to Member States about their economic and financial 
policies to the extent that this may be necessary to ensure the attainment of 
the objectives and the smooth operation of the Association. 


CONSULTATION AND COMPLAINTS 


62. Article 31 is important for the successful operation of the Convention 
since it is within the framework of this Article that the Council will deal with 
cases arising through the Convention. It provides that any Member State may 
refer to the Council any case in which it considers that a benefit conferred 
upon it by the Convention or an objective of the Association is being or may 
be frustrated. The Council has to make arrangements to deal with the cases 
referred to it, and these arrangements may include the reference of a case to 
an examining committee. 

63. When the Council has completed its consideration of a case it may make 
by majority vote any recommendations to any Member State that it consider 
appropriate in the circumstances, and may also authorise a Member State to 
suspend the application of such of its obligations as the Council may consider 
appropriate. Provision is also made for a Member State to request the Council 
as a matter of urgency to authorise it to take interim measures to safeguard its 
position, while the Council goes through the procedures in the earlier paragraphs 
of the Artiqle. 

INSTITUTIONS 


64. The next section of the Convention deals with the institutions and organi- 
sational arrangements of the Association. 


The Council 


65. The Council is the principal organ of the Association and it can meet 
at either Ministerial or official level. Article 32 provides that each Member 
State will be represented on the Council and shall have one vote. The Council 
is charged with the exercise of the powers and functions conferred upon it 
elsewhere in the Convention, with the general oversight of the application of 
the Convention and with the task of considering what further action should 
be taken to promote the objectives of the Association and to facilitate closer 
association with other countries or groups of countries. 

66. The Council is empowered to set up subordinate bodies to assist it, and is 
empowered to take decisions binding on all Member States or to make recom- 
mendations to Member States. Decisions and recommendations are to be made by 
unanimous vote except where specific provision to the contrary is made elsewhere 
in the Convention. A vote is regarded as unanimous when no vote is cast to the 
contrary ; a majority vote must consist of at least four affirmative votes. If the 
number of Member States changes, the Council can by unanimous decision change 
the number of votes required for a majority. Other provisions governing the 
way in which the Council will work will be laid down in the rules of procedure, 
bee | Council will adopt by unanimous decision under the provisions of 

rticle 34. 
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Examining Committees 


67. Article 33 provides for the establishment of Examining Committees to 
which the Council may refer cases arising under the consultation and complaints 
procedure. Such committees are to consist of independent persons appointed by 
the Council on terms to be decided by the Council. 


Administrative arrangements 


68. Under Article 34, the Council is required to lay down the Rules of Pro- 
cedure, to establish a secretariat for the Association, and to make arrangements 
for administrative expenses and for the sharing of the cost among Member States, 


Legal capacity, privileges and immunities 
69. Article 35 provides that these matters are to be dealt with in a Protocol. 


Relations with international organisations 


70. Article 36 empowers the Council, acting on behalf of the Member States and 
in pursuit of the objectives of the Association, to establish relationships with 
other international organisations, particularly the OEEC. 


Obligations under other international agreements 


71. Article 37 provides that nothing in the Convention exempts a Member State 
from its obligations in the OEEC, the IMF, the GATT or other international 
agreements to which Member States are parties. 


GENERAL PROVISIONS 


72. The remaining Articles are of a general and formal nature. Article 38 
provides that the Annexes to the Convention are an integral part of it. Article 
39 provides for the ratification of the Convention. Article 40 provides that the 
Convention will enter into force when all the signatories have ratified. Article 
41 provides for other countries to accede to the Convention and for other coun- 
tries or groups of countries to be associated with the Association. Article 42 
provides for the withdrawal of a Member State from the Association. 

73. Article 43 defines the territorial application of the Convention. It applies 
to the European territories of the Member States and may be extended to certain 
other European territories listed in Annex F (these being the Faroe Islands, 
Greenland, Gibraltar, and Malta). It is recognised that at a later stage Mem- 
ber States may wish to propose the extension of the Convention to cover non- 
European territories for which they are responsible and the Council may make 
provision for this by unanimous decision. There is also provision for dealing with 
territories which later become sovereign states. 

74. Article 44 provides for the amendment of the Convention. Where specific 
provision for amendment is not included elsewhere in the Convention, amend- 
ments can enter into force if approved unanimously by the Council and accepted 
by all Member States. 

ANNEX G: PORTUGAL 


75. Annex G sets out special arrangements regarding the rate of reduction 
of certain import duties by Portugal. 

76. The Annex provides that Articles 3 to 7 of the Convention, for the redue- 
tion and elimination of import duties, will apply in the normal way to goods of 
which Portugal exports 15 percent or more of her production to foreign coun- 
tries, and to certain other goods. For the rest, Portugal will make the initial 
20 percent reduction of import duties on Ist July 1960 and will complete the 
progressive reduction of these dutes so that they will be finally eliminated by, at 
the latest, Ist January 1980. 

77. Annex G also makes provision for the introduction of new import duties by 
Portugal, or the increase of existing duties, where this is necessary to promote 
the development of production of a specific item. The level of a duty introduced 
or increased in this way must not exceed the normal ad valorem level of m.f.n. 
duties applied to similar products which are made in the Portuguese territories 
to which the Convention applies. 

78. Annex G also provides that Portugal may, in certain circumstances, apply 
quantitative restrictions to exports of exhaustible mineral products so as to en- 
sure necessary supplies to domestic industries. 
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APPENDIX I 
Nore ON THE STRUCTURE AND PROCEDURES OF OEKEC 


The Organization for European Economic Cooperation was established to im- 
plement and guide the first postwar venture in coordinated foreign aid. 

General George C. Marshall at Havard in June 1947, spoke urgently for this 
new approach on grounds (a) that piecemeal aid to Hurope was bound to fail; 
(b) that coordinated economic effort was the only hope for revival of a working 
world economy. Coupling an offer of U.S. financial support with the proposal 
that Europe take the initiative in setting up a recovery program, General Mar- 
shall's speech brought immediate, positive response. 

In July 1947, 14 nations, at the invitation of France and Britain, formed a 
temporary committee in the hope that other nations would eventually come in 
so that the problems of Europe as a whole could be considered in a permanent 
recovery plan. The hope was fulfilled by April 1948 when 16 nations signed the 
Convention for European Economic Cooperation. West Germany attained full 
membership with formation of the Republic. Spain was admitted in 1959. 

The Europe-wide agreement for a permanent OBEC contained these objectives 
and commitments : : 

(a) close cooperation in economic relations ; 

(b) collective efforts to increase production by modernizing their indus- 
trial agricultural equipment ; 

(c) full employment ; 

(d) expansion of commerce and progressive dismantling of barriers to 
internal trade ; 

(e) restoration and maintenance of stable currencies ; 

(f) complete convertibility and eventual worldwide free trade. 

The OEKC, which in its earlier phase was geared to span the 4-year U.S. re 
covery program for Europe, has been continued as a permanent group. The 
recent failure to achieve a Europewide free trade area culminating in the col- 
lapse of the Maudling negotiations (under OEEC auspices), unquestionably di- 
minished its prestige. The political force in the Franco-German political alli- 
ance, which found expression in the formation of EEC, was so strong that the 
looser economic arrangements in the OEEC, were inevitably submerged. The 
British plan for a seven-nation trade arrangement led to the formation of an- 
other bloc which further isolated the 18-nation organization, and made it more 
difficult for it continue its assignment of coordinating European economic plans. 

Structurally, the OEEC is relatively simple. It is headed by a Council, com- 
posed of representatives from all member countries, which meets either at min- 
isterial level or at that of high Government officials. The Council is assisted 
by a seven-man executive committee, elected annually by the Council, and which 
meets once a week. It screens matters for Council consideration. 

There has been considerable flexibility in setting up special committees and 
study groups, geared to current developments. 

The major point that should be emphasized is that the OEKEC (although deci- 
sions of the Council are binding) has operated by common consent; the rule of 
“unanimity” is a convenient one, and no country can be bound by a decision 
with which it disagrees. The unanimity rule is tempered for certain members 
by the constitutional right not to join in decisions not affecting them. 

The present role of the organization appears to center in special commodity 
and economic studies of general use. Even in this field there is danger of 
reduced competence (implied to some extent in the current OEEC annual report) 
as a result of the attractions to move to the more exhilarating atmosphere of the 
two most recent Buropean organizations, the EEC or Free Trade Association. 

It is perhaps a consequence of the collapse of the Maudling negotiations, 
and the accelerated pace of the European Community, that the charge is made 
that the OEEC has now become a British-dominated and controlled group. It 
must be remembered that the OKEC was formed on French-British initiative 
and that the withdrawal of the French into the absorbing effort of setting up a 
political and social as well as economic organization in the EEC has perhaps 
made the OEEC more susceptible to the influence of British leadership. Since 
early 1956 when Mr. Harold Macmillan became Chairman of the OEEC Council, 
representatives of Great Britain have held the chairmanship. 
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Since trade and tariff problems are now assuming major importance, the OEEC, 
while maintaining more or less formal relations with most international organi- 
zations, will have closer ties with GATT. 

The vital question is whether OEEC, which was instituted to implement a 
grand scheme of uniting Hurope, can be fused with new energy and confidence to 
bring about unity in another sense: the raising of Europe’s sights toward the 
underdeveloped nations and an acceptance of partnership in this effort with 
the industrialized non-European nations. 

How well prepared is OEEC for acceptance of such a role? 

First, it is well to examine its present relationships with nations outside 
the 18 members. Canada and the United States enjoy special status as asso- 
ciated countries, attend Council meetings and participate in all working groups 
short of final decisionmaking. Canada is represented by a permanent delegate 
with rank of Ambassador. The United States is represented by its Mission 
to the NATO and European Regional Organizations. Yugoslavia has observer 
status at working levels. The 10th annual OEEC report (the most recent one) 
states that “ways have been found to enable nonmember countries wishing to 
do so to take an active part.’’ Members of the Commonwealth and to some 
extent Finland have participated in different committees at different levels. 

The organization, largely because it was established to coordinate foreign 
aid in Europe, has no constitutional arrangement for admission of non-European 
members since this was never contemplated in its original assignment. 

In the current OEEC report—the first since the failure of the Common 
Market-Free Trade Area talks—there are hints, if not suggestions, that some 
expanded role would be welcome. It is stated, for example, that ‘old functions 
may sometimes require new approaches and that changed circumstances call for 
stronger international cooperation.” It is stated elsewhere that the member 
countries “cannot possibly develop international economic cooperation between 
themselves without regard to the repercussions of their actions on their friends 
and neighbors” and that “there is need to adapt a regional economic association, 
based upon the fact that its members have many problems in common and think 
on very similar lines, to the requirements of a wider world.” 
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